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AMERICAN INSTITUTE OF ACCOUNTANTS 
EXAMINATIONS 


[Following is the text of the examinations in auditing, law and accounting pre- 
sented by the board of examiners of the American Institute of Accountants, 
November 17 and 18, 1927.] 


Examination in Auditing 


NOVEMBER 17, 1927, 9 a. M. TO 12:30 P. M. 
The candidate must answer all the following questions: 


No. 1 (8 points): 
Name three ways in which a secret reserve may be created. 


No. 2 (12 points): 

The directors of the X company frankly admit the existence of 
secret reserves, justifying the practice on the ground that they 
are making provision for equalizing dividends in bad years, and 
ask you to certify to their statement and balance-sheet neverthe- 
less. You have confidence in their good faith. What should you 
do? 


No. 3 (10 points): 

Comment upon each of the following certificates, limiting 

your remarks to 30 or 40 words on each one. 

(1) We have audited the accounts of the A. B. Co. for the year 
ended December 31, 1926, and now certify that the above 
balance-sheet has been prepared from the books. 

(2) We have audited the accounts of the A. B. Co. for the year 
ended December 31, 1926, and now certify that the above 
balance-sheet has been correctly prepared. 

(3) We have prepared the above balance-sheet of the A. B. Co. 
at December 31, 1926. 
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(4) We certify that the above balance-sheet of the A. B. Co. 
at December 31, 1926, has been prepared from its books 
and is correct. We have not audited nor verified the 
accounts. 


No. 4 (8 points): 

Outline briefly your methods of procedure in the audit of one 
of the following industries: 

(1) Motion-picture production. 

(2) Aircraft construction. 

(3) A company producing lumber from its own timber. 


No. 5 (10 points): 

In auditing the accounts of a trading company, you are unable 
to take or to supervise the actual inventory because of lack of 
technical knowledge as to values, and you are forced to accept a 
certificate of inventory from the responsible officers. Give an 
illustration of the form you would accept, and state what, if any, 
further steps you would take in verification of the values sub- 
mitted. 


No. 6 (12 points): 
In making a detailed audit, how would you verify the cost of 
fixed property; i. e. land, buildings, plant and machinery? 


No. 7 (10 points): 
Define and give an example of each of the following terms: 


(a) Depreciation (f) Contingent liability 

(b) Depletion (g) Deferred income 

(c) Amortization (h) Other income 

(d) Appreciation (i) Special charges to profit and loss 


(e) Contingent asset (j) Appropriated surplus 


No. 8 (10 points): 
Where on the balance-sheet should the following reserves be 
shown? Give reasons briefly. 
(a) Reserve for depreciation. 
(b) Reserve for depletion. 
(c) Reserve for bad debts. 
(d) Reserve for federal taxes. 
(e) Reserve for bond sinking fund. 
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No. 9 (10 points): 

State the distinction between prepaid expenses and deferred 
charges, giving an example of each class. Explain why it is 
improper to combine them in one item on the balance-sheet. 

No. 10 (10 points): . 
(a) Does the certificate of an accountant constitute a guaranty 


by him? 
(b) What is the value and significance of his certificate? 
Discuss fully. 


Examination in Accounting Theory and Practice 
PART I 


NOVEMBER 17, 1927, 1 P. M. TO 6 P. M. 


The candidate must answer the first three questions and one other 


question. 
No. 1 (48 points): 


The Pacific Logging Company completed its first year of 
logging operations on December 31, 1926. A list of balances 
from the company’s ledger (before closing) at December 31, 1926, 
was as follows: 


700,000 

235,000 


Logging engines, machinery and camp 

Cash in bank and on hand....................:. 23,250 
Notes and accounts receivable.................... 113,700 
Furniture and fixtures—city office................ 2,137 
Unexpired insurance premiums................... 4,134 
72,210 
Labor and expenses: 

96,075 

Yarding and loading................. 102,460 


389,262 


| 
| | 
544,641 
| | 
Booming and rafting................. | 13,577 
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Maintenance—railroads................ $32,015 
$36,725 
Depreciation—logging engines, machinery 
and camp equipment................ $71,997 
Depreciation—city office furniture and 
213 
$72,210 
Insurance—industrial.................. 13,403 
equipment (fire)......... 8,075 
21,478 
‘* —on notes payable ............. 1,647 
50,647 


$6,070,802 $6,070,802 


In arriving at the results of its operations for the year 1926, the 
company’s officers had not considered depletion of timber cut 
for the year nor the amount which should be charged to cost of 
operations in respect of amortization of railway construction. 

The trustees for the bondholders require a statement of profit 
and loss for the year 1926 showing the average cost of logs cut 
and of logs sold, also a balance-sheet as at December 31, 1926. 

The following information is obtained from the records of the 
company: 

Total standing timber acquired at inception of company: 


Cost per 
Feet M feet Total cost 
1,238,565,000 $4,000,600 
Logs cut during the year 1926: 
Logs sold during the year 1926: 
45,400,000 ft. @ $15.00 per M ft. 
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There was used by the company for the construction of donkey 
sleds, during the year, 100,500 feet of yellow fir, which is included 
in the foregoing figures representing the timber cut during 1926. 
The cost of logs so used for construction purposes is to be 
added to capital expenditures at the average cost of production 
of all logs cut for the year, the construction labor cost thereon 
having been ascertained to be already included in the equipment 
account. 

The inventory of logs “in pond” as scaled (i.e. ready for sale) 
at December 31, 1926, was as follows: 


9,559,500 feet 


The inventory is to be valued at the average cost of all logs cut 
during the year, no segregation of costs to be made on the various 
kinds of timber cut. 

In addition to the logs cut, as above recorded, there were 
500,000 feet of yellow fir logs and 500,000 feet of spruce logs lying 
in the woods, felled and sawed, and the cost of felling and sawing 
such logs is included as part of the operating expenses for the 
year 1926 on the company’s books. These logs are to be valued 
at stumpage cost, plus felling and sawing cost only, as no other 
costs are applicable thereto. 

The railway construction is described in the accounts as main 
railroad and subsidiary railroad. The main railroad is a com- 
pleted unit and all the company’s standing timber will have to be 
hauled over that road as cut. The subsidiary railroad is not a 
completed unit. When completed, the total cost is estimated to 
be $540,000. The standing timber to be hauled over the sub- 
sidiary railroad is 600,000,000 feet. When the timber is all cut 
both railroads are to be considered as being of no further use and 
to have no salvage value. Of the total timber cut for the year 
1926, 40,000,000 feet were cut from the standing timber adjacent 
to, and hauled over, the subsidiary railroad. 

Depreciation has been provided on all plant and equipment and 
is to be considered adequate. 

An examination of the accounts receivable disclosed worthless 
accounts amounting to $5,500. 
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From the foregoing list of balances and supplementary in- 
formation, prepare the statements desired by the trustees for the 
bondholders and submit details of the adjustments of accounts 
considered necessary by you, ignoring income-tax features. 


No. 2 (10 points): 
Alton, Locke and King are in partnership, their respective 
capitals and shares of profits being as follows: 


$120,000 100% 


It is arranged to admit Darwin as a partner with a twenty 
per cent. interest in the profits, he to contribute as additional 
partnership capital a sum proportionate to his interest together 
with an equal amount for goodwill. 


(1) How much cash must Darwin contribute in all? 

(2) In what proportion will the profits be divided between the 
four partners? 

(3) How should the goodwill be treated? 


No. 3 (18 points) : 
The following communication was received by the National 
Bank of Extown from one of its branches: 


“On April 21st our San Francisco correspondent wired you (the 
head office) advising you of a deposit made by Byrd & Co. 
amounting to $2,000 for account of Branch K. The San Fran- 
cisco bank credited our account (Branch H). You, upon receiv- 
ing the wireless, credited Branch K and debited San Francisco. 
On receiving, May 15th, the San Francisco transcript of April 
21st, with the credit of $2,000, we debited San Francisco and 
credited Branch K. Upon receiving advice of our credit to Branch 
K, they debited us and credited you, under advice of May 17th. 
Upon receipt of this advice, May 19th, you reversed your entry 
with Branch K of April 21st by debiting Branch K and crediting 
San Francisco bank. Now, on June 15th, we receive a debit from 
San Francisco, dated June 3rd, reversing their entry of April 21st. 
So, by debiting us on June 3rd, they must have credited you. 
We have not recorded this debit on our books, awaiting further 
instructions from you. 

“* How can this muddle be straightened out?” 

Show the entries necessary to adjust the transaction and, 


incidentally, how all accounts appear after adjustment. 
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No. 4 (24 points): 

Following the close of the year 1926, you are called upon to 
make a balance-sheet audit for a concern engaged in the manufac- 
ture of newsprint and find the following circumstances: 

The company was organized the latter part of the year 1913. 
The plant was completed in 1914 and used for experimental 
work in developing a new process of paper-making during 1915 
and 1916. 

The bureau of internal revenue has ruled that the plant started 
operations on a commercial basis on January 1, 1917. 

The original construction cost accounts have been destroyed 
and the only information relative thereto you find in the following 
entries as of December 31, 1916: 


Contractors’ construction. $800,000 
Company construction. 935,000 

(Labor and material) 
20,000 
(Awarded construction laborers for injuries) 
(1914-15 salary of president and general manager, 
$20,000) 
(1914-15 office and administrative expense, 90%, 
$10,000) 
(1916 salary of president and general manager, 
$10,000) 
(1916 office and administrative expense, 90%, 
$5,000) 


The president and general manager at that time was a construc- 
tion engineer who devoted his entire time to supervising the 
construction of the mill. It was estimated, in 1917, that 90% of 
the office and administrative expenses should be charged to cost 
of construction. 
$200,000 

The S Appraisal Company has placed the replacement 

bg of the plant at $2,000,000 at December 31, 

Upon inquiry about this entry, the complete appraisal of a 
reputable appraisal company is placed in your hands. 

In September, 1926, the frame superstructure of the machine- 
room, having become dangerous through decay caused by climatic 
and manufacturing conditions, was demolished. The brick and 
concrete foundations and floors were reinforced and a modern 
concrete and steel superstructure erected thereon which was 
completed December 31, 1926. 
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The plant was in operation during construction. 

The bureau of internal revenue has allowed 5% per annum 
depreciation on the correct amount of machine-room construction 
in accordance with the regulations and proper reserves for the years 
prior to 1926 have been set up on the books. Depreciation on the 
old structure was entered on the books for the full year of 1926. 
No depreciation was taken on the new construction which cost 
$215,000 including $15,000 cost of demolishing the old structure. 
The bureau will allow 244% per annum depreciation on the new 
structure as a unit. The new construction is carried in an ac- 
count called “Appropriation No. 40” at $215,000. 

In the appraisal book, the machine-room construction is 
summarized as follows: 


Excavations, brick and concrete foundationsand floors......... 109,090.91 
and overhead (10%). 18,181.82 

$200,000.00 


What entries would you suggest to reflect fully the demolition 
of the old building and the correct total balance for the new build- 
ing to be carried on the books? Give full explanations. 

What, if anything, would you do with the $200,000 appreciation 
of plant? 

Would your solution of this problem be different if the frame 
superstructure had been in first-class condition but had been 
demolished only in the interest of increased efficiency of the plant? 


No. 5 (24 points): 

A city wishes to buy new fire equipment, costing $500,000, with 
an estimated life of ten years and no salvage value. It is neces- 
sary to issue bonds to pay for this purchase although, at the pres- 
ent time, interest rates are high—six per cent. payable annually. 

How would you suggest that these bonds be issued and what 
would be the annual cost to the taxpayers? 

It is expected that a sinking fund would not earn more than 
three per cent. on the average. 

Bonds will be issued in denominations of $100 and multiples 
thereof. 

Given: 


(1.06)9 = 1.689479: (1.06)10 = 1.790848 
(1.03)9 = 1.304773: (1.03)10 = 1.343916 
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Examination in Commercial Law 


NOVEMBER 18, 1927, 9 a. M. TO 12:30 P. M. 


Answer no more than ten questions as directed 
Give reasons for all answers 


NEGOTIABLE INSTRUMENTS 
Answer three questions. 


No. 1. 
Boston, Mass. 
January 2, 1927. 


Ninety days after date I promise to pay to the order of X. Y. five hundred 
dollars with interest. 
(Signed) Joun Dog 
by A. B 


y 
Attorney-in-fact. 
Endorsed in blank ‘‘without recourse,” X. Y. 


The above note passes in due course to William Smith. The 
note being unpaid at maturity Smith sues. John Doe is not liable 
as maker because A. B. had no authority to sign as agent or 
attorney-in-fact. X. Y. interposes the defense that he is not 
liable as he endorsed ‘‘without recourse.” Is such defense good? 


No. 2. On December 1, 1910, A gives to B the following 
instrument: 


January 30, 1911, after date I promise to pay to B four hundred dollars 
at 25 Broad St., New York, N. Y. 
(Signed) A. 


B endorsed the instrument to X before maturity for value. 
A, the maker, did not pay on the due date and defended suit by X 
on the ground of lack of consideration. Could X recover? 


No. 3. Jones, a farmer, owed Smith a sum of money for feed 
and seeds purchased. Jones, together with his wife, gave a prom- 
issory note to Smith for the amount of the debt. In a suit by 
Smith, the note having been dishonored at maturity, Mrs. Jones 
defended on the ground that as she was not liable for the goods, 
the note was without consideration as to her. Was the defense 
good? 


No. 4. By whom must payment of a negotiable instrument be 
made in order to extinguish it? 
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CONTRACTS 
Answer two questions. 


No. 5. A hires an automobile from the Drive-Yur-Self Auto 
Co. at $1.00 an hour. Through no fault of A the car is damaged 
in collision with B. Is A liable to the renting corporation? Is B 
liable to A or to the corporation? 


No. 6. Doran, by a written contract, agreed to sell to Best 200 
drums of acid of certain specifications, at the rate of 2 drums per 
diem, title to pass upon delivery. After delivery the acid was to 
be sampled and tested and the price fixed according to daily 
market quotations. Best sold his business, including the con- 
tract with Doran, to Trimble, but Doran refused to make deliv- 
eries to Trimble who thereupon sued Doran for damages. Is 
Doran liable? 


No. 7. What are general damages and what are special 
damages for breach of contract of sale? 


CORPORATIONS 
Answer both questions. 

No. 8. A banking corporation had a charter giving its board 
of directors power to alter or to amend its by-laws. One by-law 
provided that no interest should be paid on certificates of deposit 
payable on demand. Interest was, however, paid upon such a 
certificate to X, whom the bank later sued for return of interest. 
X proved at the trial that he had obtained the written consent of a 
majority of the directors, one at a time, tosuch payment. What, 
in your opinion, should the trial judge have decided? 


No. 9. For the purpose of financing a proposed new corpora- 
tion, what would be the advantage, from the viewpoint of the 
corporation, of issuing six per cent. cumulative preferred stock 
(redeemable), instead of six per cent. twenty-year gold bonds? 


PARTNERSHIP 
Answer one question. 

No. 10. Define dormant partner, limited partnership, general 
partner, trading partnership, ostensible partner. 

No. 11. A partner without consent of any of the other part- 
ners executed and delivered a mortgage on firm real estate using 
the proceeds to pay certain firm debts. Was the mortgage bind- 
ing? 
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FEDERAL INCOME TAX 
Answer question No. 12 and one other. 


No. 12. The copartnership of Jones & Smith was declared 
bankrupt, and copartnership assets were administered by a duly 
elected trustee. Just prior to distribution of the final dividend 
to creditors, the internal-revenue department filed proofs of 
claim against the individual partners for unpaid income tax for 
prior years, claiming rights to priority of payment under the 
income-tax-law provision that the bankruptcy court shall order 
payment of all taxes legally due and owing by the bankrupt to the 
United States before payment of dividends to creditors. Could 
the revenue department succeed in its claim? 


No. 13. Under the 1926 revenue act, are affiliated corporations 
required to file consolidated returns? Summarize the provisions 
of the 1926 act as to returns by affiliated corporations. 


No. 14. You are employed as accountant and auditor for a 
corporation about to engage in an extensive retail business, which 
will, necessarily, extend credit to a large number of customers. 
Under the income-tax law, in what way could you treat bad debts? 


Examination in Accounting Theory and Practice 
PART II 


NOVEMBER 18, 1927, 1 P. M. TO 6 P. M. 
The candidate must answer all the following questions: 
No. 1 (25 points): 
From the following balance-sheets and explanatory data, pre- 


pare a consolidated balance-sheet. 
Submit your working papers relative thereto. 


Company X 
Balance-sheet—December 31, 1926 
Assets 

Investment in company Y— 

Investment in company Z— 


$430,000 


The Journal of Accountancy 


Liabilities and Net Worth 
Collateral gold notes, due 1934.................. 100,000 
Capital stock— 
Preferred: 1,000 shares, par value $100................... 100,000 
Common: 10,000 shares, no par value.................... 150,000 
$430,000 
Company Y 
Balance-sheet—October 31, 1926 
Assets 
$460,000 
Liabilities and Net Worth 
Capital stock— 
400,000 
Surplus— 
54,000 
Less: Dividends paid Oct. 31, 1926 ............. 10,000 $44,000 
$460,000 
Company Z 
Balance-sheet—December 31, 1926 
Assets 
Investment in company Y— 
Investment in company X— 
250 shares, preferred, par value $100..................... 25,000 (7) 
Land, buildings and equipment, as appraised by General Ap- 
praisal Co., Dec. 31, 1926, at sound value of.............. 113,000 
$408,000 
Liabilities and Net Worth 
Capital stock— 
Surplus— 
$408,000 
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NoTEs: 
(1) Purchased October 31, 1926, at $150 per share. 
(2) Purchased goog d 1, 1926, at $90 per share. 
(3) Includes $20,000 due from Z company. 
(4) Includes $50,000 goods purchased from company Z. 
(5) After remitting $25,000 to company X, which is in transit. 
(6) Purchased October 31, 1926, at $150 per share. 
ti} Acquired at par. 
(8) Includes $25,000 advanced to company X. 


No. 2 (21 points): 

The Golden Fleece Knitting Mills, engaged in the manufacture 
of woolen sweaters of various kinds, is in need of financial assist- 
ance in order to negotiate some heavy purchases of raw material 
for the coming season. 

The compeny presents the following statement of assets and 
liabilities, as at October 31, 1926, with the request that you cer- 
tify it. 

Upon ascertaining the facts as set forth hereunder, make such 
adjust:nents as you think necessary and submit a revised balance- 
sheet showing the ratio of current assets to current liabilities and 
express your opinion as to the financial condition so indicated. 


Due from officers and employees... 5,300 
Inventories: 
Machinery and 95,900 
20,600 
116,500 
Less: Reserve for depreciation.................... 21,900 94,600 
$591,800 
Liabilities 
$591,800 
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Upon investigation, you discover that: 

(1) The mill operates under a system of “standard costs” 
using a basic price for wool yarn of $2 per pound. The standard 
costs for labor, overhead, etc. vary according to the article 
manufactured. 

(2) The company is granted a discount on yarn purchases of 
5% off market prices if paid within 30 days from date of invoice, 
and this discount is handled on the books as a financial income at 
time of payment of invoice, not as a reduction in cost of raw 
material. 

(3) The market price of yarn, October 31, 1926, was $1.85 per 
pound. 

(4) The inventories were composed as follows: 

Raw material (yarn) 


$39,000 

Work in process— 

50,000 

Labor and overhead (standard costs)........................ 5,000 
Finished goods— 

Labor and overhead (standard costs)........................ 25,000 


(5) Owing to sundry imperfections necessarily and continually 
arising in the manufacture, some of the finished articles have to 
be classed as “‘seconds’’ and are sold at 25% less than the selling 
price of ‘‘firsts.”’ 

(6) The selling price of ‘‘firsts’’ is 150% of standard cost. 

(7) The total production of the mill for the year (both groups 
being priced at the same standard cost) was “‘firsts’’ $680,000, 
“‘seconds’’ $160,000. The inventory of finished goods (as above) 
contained ‘“‘seconds”’ to the value of $60,000 at standard cost. 

(8) There were no unpaid bills for yarn included in the ac- 
counts payable. 

(9) Under a two-year yarn-purchase contract, you find that a 
shipment of yarn containing 10,000 pounds at the contract price 
of $1.95 per pound f. o. b. factory or shipping point, left the fac- 
tory by rail on October 28, 1926, reaching your client on Novem- 
ber 5, 1926, with a freight charge of $350. The liability for this 
merchandise did not appear on the books of the client. 

(10) The investments include liberty bonds $3,000, which rep- 
resents both cost and market value thereof, and also miscellane- 
ous stocks $17,000 at cost, which are not readily realizable and 
for which no market quotations can be obtained. 
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No. 3 (20 points): 


From the statements following, submitted by Brown & Jones (a 
copartnership) conducting a retail grocery store, prepare a profit- 
and-loss account for the year ended December 31, 1926, and the 
capital accounts of the partners who share equally in the profits: 


Balance-sheets—December 31, 1926 and 1925 


Assets 
December 31 

Customers’ accounts receivable.................. 55, 51,000 

Prepaid: 
Insurance and real-estate taxes................... $2,500 $2,250 
31 
Fixed—at cost, less depreciation: 1926 1925 

Current: 

$67,000 $51,000 

Capital: 

Total liabilities and capital.................... $262,000 $239,750 

Cash receipts and disbursements, year ended December 31, 1926 
Cash on hand—December 31, 1925................4. $7,500 
Receipts: 

Rent of apartments above stores................. 2,000 

Suppliers—allowances on defective goods.......... 750 

Notes payable 90,000 
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Disbursements: 
$400,000 
Miscellaneous expenses, including telephone, etc.............. 6,000 
Insurance and real-estate taxes...................0.--00005: 3,000 
Cash on hand—December 31, 1926. 10,500 


$601,750 $601,750 


No. 4 (14 points): 

You are requested by Mr. John Blank, owner of all the capital 
stock of the Hoffbloom Realty Company, to review and comment 
upon the statements prepared by his manager, and herewith pre- 
sented, directing special attention to the item “Net profit to 
common stock”’ shown in the second of the two statements: 


HoFFBLOOM REALTY COMPANY 
Tentative profit-and-loss statement and balance-sheet, December 31, 1926 


Assets 
Liabilities 
Surplus account and profits— 
Accrued profits, per surplus account.......... $13,872.22 
Allocated surplus—Reserve for income tax .... 237.03 
14,109.25 
Reserve account—Reserve for lot- 
$89,873.73 
Less: Real-estate accounts— 
Development ex- 
32,540.33 59,148.33 30,725.40 
Estimated total profit to date, contingent upon full 
payment of lot-sales contracts and no further 
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Tentative realization and liquidation statement, December 31, 1926 


Assets to be realized— 
Sale price of remaining lots.................. $16,800.00 
Current assets, per balance-sheet............. 68,916.42 $85,716.42 
Reserve account— 
Reserve for lot-sale contracts................ 89,873.73 
Less: Real-estate accounts................... 59,148.33 30,725.40 
116,441.82 
Liabilities to liquidate, per balance-sheet...................4. 28,081.77 
Net profit to common stock—to pay face of stock andas profit... $88,360 05 


Upon inquiry, you gather the following information: 

Goodwill account was opened as an offset to capital-stock 
account. 

The balance in “ Reserve for lot-sales contracts”’ is the result of 
crediting the account for all sales and, subsequently, charging 
amounts (transferred to income) proportionate to payments on 
contracts. 

The “land”’ and ‘‘development”’ accounts contain the total 
amount expended on “ Hoffbloom addition’’ which the company 
was organized to plat and sell. 

There is considerable expense yet to be incurred, but there is 
also income (interest on contracts) which may be treated as, 
roughly, offsetting the expense. 

It is expected that the remaining lots will be sold and that all 
contracts will be paid off within five years from December 31, 
1926, when the company will liquidate. 

No dividends have been paid on common stock, but on preferred 
stock, which was retired in 1926, approximately $9,000 dividends 
were paid. 

Prepare a report, in letter form, for your client, embodying 
therein a criticism of the statements submitted. 


No. 5 (20 points) : 

A, B, C and D form a syndicate for the purchase of coal mines 
owned by A, for the purpose of selling them to a new corporation, 
The Northern Coal Company. 

This corporation is formed with a stock capital of $2,250,000, 
composed of 20,000 seven per cent. preferred shares of $100 each 
and 2,500 shares of common stock of $100 each. 

, The subscribers pay cash in full for 3,500 preferred shares, B 
paying for 1,500 shares, C for 1,000 shares and D for 1,000 shares. 


417 


The Journal of Accountancy 


The remaining 16,500 preferred shares and also the 2,500 shares of 
common stock are to be transferred by the company to A as the 
purchase price of the properties. 

The agreement made by the members of the syndicate among 
themselves is that A is to keep 3,000 preferred shares as the 
actual price of the properties; that he is to transfer, as gifts to B, 
C and D, one preferred share for each share paid for by them and 
to donate to the corporation 10,000 preferred shares which are to 
be sold and the proceeds credited to surplus account. He is, 
further, to donate to the syndicate the 2,500 shares of common 
stock which he received. 

A market is to be made for this common stock, and when it is 
sold the net proceeds are to be divided, as promotion profits, 
among all the members of the syndicate in proportion to their 
final holdings of preferred stock. 

The common stock realized an average net price of $90 per 
share. The preferred shares, donated to the company, realized 
an average net price of $102 per share. 

Prepare the accounts of the syndicate, showing the distribution 
of profit on the sale of the common stock; and prepare the balance- 
sheet of the corporation after the sale of the donated stock. 
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Some Phases of the No-par-value-stock Problem * 


By F. H. HURDMAN 


Problems arising through the issuance of no-par stock have 

perplexed accountants and business men since the enactment of 
the first law authorizing its use. Apparently lawyers form the 
only interested group which does not_ realize these—difficulties. 
Accordingly, laws have been placed on the statute books which 
permit unconservative practices in relation to the capital structure 
of corporations and in no wise correct the evils for which the no- 
par-value idea was to furnish the cure. 

On several occasions I have ventured the opinion that many 
of the accountant’s difficulties with no-par stock were imaginary, 
but in fairness it must be admitted that some of the perplexities 
arising are real enough. 

The problem of the accountant is to harmonize good accounting 
practice with legislation which appears to have been enacted 
without a proper understanding of its meaning or effect and is 
often inconsistent in its terms. 

As an instance, the New York law may be cited. It appears, if 
a stated value has been assigned to no-par stock, that there is then 
no legal objection to the disbursement of all paid-in capital in 
excess of that stated value as dividends. If such action is possible 
it seems that we have completely lost sight of the common-law 
and common-sense rule that dividends should represent only 
distribution of earnings. 

If we leave out of consideration banking and insurance com- 
panies, it has always been considered to be the duty of the ac- 
countant to record as capital the value of all moneys and proper- 
ties paid in or services rendered in consideration of the issuance 
of capital stock. However, if, under existing statutes, when 
such capital stock has no par value, a corporation is allowed to 
consider that only a limited amount of such capital paid in is in 
reality fixed capital and that the balance represents a fund from 
which dividends may be paid, then not only is our sense of 
accounting propriety violated, but we are presented with perplex- 
ing problems which are difficult of solution. 


* A paper read at a regional meeting of the American Institute of Accountants at Providence, 
Rhode Island, 
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It is not my intention to touch upon all the vagaries of the 
no-par-stock statutes nor to discuss all the problems with which 
the accountant may be faced. However, it will be of interest to 
address ourselves to a few of the more common difficulties which 
arise in the presentation of a financial statement of a corporation 
having stock of no par value. It is evident that these all have to 
do with setting forth a true picture of the capital structure with 
proper differentiation between the interests of the various classes 
of stockholders. 

It is apparent that a stockholder, in studying a balance-sheet, 
desires to know 

(a) The financial condition of the company, 

(b) His own share in the net worth of the company, 

(c) What proportion of his share of the net worth represents 

the value of his permanent investment and what proportion 
represents funds available for dividends on his holdings. 


Let us then consider the following specific items in relation toa 
company having stock of no par value: 
1. Earned surplus 
2. Treasury stock 
3. Preferred stock 
4. Stock dividends 


EARNED SURPLUS 


In spite of the fact that some states apparently permit the 
distribution, as dividends, of capital paid in, it seems quite 
important that the accumulated earnings of the corporation 
should appear as earned surplus on the balance-sheet. Sim- 
plicity on the balance-sheet should not be encouraged beyond the 
point where clarity is lost or where ambiguity begins. It is 
necessary that the nature of the assets and liabilities be shown, 
but quite as desirable that the net worth be exhibited in such 
fashion that the amount representing permanent capital invested 
by the stockholders may be distinguished from the accumulated 
earnings or deficits from operations. 

The failure to make any distinction between earned and capital 
surplus (where such an item exists) may serve to conceal a condi- 
tion in which dividends paid have exceeded accumulated earnings. 
Indeed, this condition may provide the motive for a refusal, on 
the part of the company’s directors, to make a proper segregation 
of surplus. 
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In my opinion, whether the law permits or does not permit the 
payment of dividends out of capital or capital surplus, the segre- 
gation of earned surplus should be urged in order that the vitality 
of the corporation may be judged through a study of the changes 
in earned surplus. Of course, if dividends may be paid out of 
capital or earned surplus at will, a study of the earned-surplus 
figures, alone, from year to year will not present an adequate 
picture. 

In this same relation we are led to a consideration of the 
advisability of segregating capital and capital surplus on the 
balance-sheet. 

It is apparent that unnecessary subdivisions of items on 
a balance-sheet make it more difficult to comprehend quickly the 
financial condition which it portrays. The classification of the 
various elements on the statement should extend only far enough 
to present a clear picture without details which may divert atten- 
tion from the salient features. 

This applies not only to the assets and liabilities but to the 
group of items representing the capital of a company as well. 
The essential features in respect to the capital are the fixed capi- 
tal (with explanation of any preferences involved) and the amount 
of undivided profits. Therefore, usually nothing is gained by 
dividing the fixed capital into so-called capital and capital sur- 
plus. It may, of course, be necessary in the case of par-value 
stock when the capital paid in is in excess of the par value of the 
capital stock issued, but the use of no-par-value stock obviates 
this. 

However, it may be desirable even when a company has no-par- 
value stock to show capital surplus separately when such surplus 
arises after the formation of the company by reason of the re- 
appraisal of the fixed assets. In that case the fact that such a 
revaluation has been made, and the amount, should be clearly 
shown by a properly explained capital surplus on the balance- 
sheet. 

If such a policy be followed, the capital stock will ordinarily 
show the fixed capital of the enterprise, the capital-surplus account 
will measure any changes made in fixed-asset values upon re- 
appraisement and the earned surplus will show the unextended 
profits of the business available for dividends. 

It is very doubtful, however, whether much of value would be 
gained by such a procedure. Provided no part of the reappraisal 
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value was carried to earned surplus, I am inclined to prefer, for 
the sake of simplicity, that we stick to the use of two captions 
only: ‘‘capital” and ‘‘earned surplus.”” We can not insist upon 
the use of cost figures if the directors elect to use appraised values 
for their plant and property accounts, although we can indicate 
that appraised values have been used. 

It may be of interest to discuss some problems of mergers and 
consolidations. While these are not peculiar to no-par-stock 
companies, their importance seems to be emphasized in such 
cases by reason of the varying treatment accorded capital. 

Where, in the case of a reorganization or merger, part of the 
surplus of existing corporations has been brought over into the 
balance-sheet of the new company for the purpose of creating a 
reserve fund for dividends or othercontingencies, there does not 
seem to be any valid objection for such a segregation provided 
none exists under the law. However, in such a case, I believe 
this fund should be clearly marked to distinguish it from the 
permanent capital and the earned surplus. 

This brings us to the whole question of the treatment of earned 
surplus in the case of a merger of two or more companies. 

Whether or not the earned surplus of merging corporations 
should be carried forward as available for dividends depends 
on whether or not an entirely new entity is created by the 
merger. 

It is apparent that a new corporation at its beginning can have 
no earned surplus and the real question is whether or not the 
earned surplus of merged companies should appear at all on the 
balance-sheet of the new company and, if so, under what condi- 
tions and with what designation. 

If a corporation having previously been in business acquires 
all the stock of another and elects to merge immediately, it merely 
itself acquires the net assets of the second company in exchange 
for the capital stock surrendered. It, therefore, should record 
the net assets so acquired at the value of the capital stock sur- 
rendered. Its own earned surplus is not affected and no surplus 
of the absorbed company should be transferred. 

However, if a period of time had elapsed between the acquisi- 
tion of the stock of the second company and the merger, the 
parent company would be entitled to take credit for the surplus 
earned between the date it acquired the stock of the other com- 
pany and the date of the merger. The best course in such a case 
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would be to transfer such surplus to the parent company before 
merging. 

In the case of a corporation which takes over all the assets and 
assumes the liabilities of two or more corporations whose capital 
stock it had previously owned, no new entity is created and, 
therefore, the surviving corporation is entitled to retain its 
earned surplus as such. However, if two or more corporations 
are merged to form an entirely new entity it is apparent that the 
new company can not of itself have any earned surplus, as the net 
assets acquired represent the values received as consideration 
for the issue of its capital stock. This I believe to be a sound 
general principle to which there should be few exceptions. It is 
unfortunately true, though, that in many cases accountants are 
not consulted as to the principle to be followed in recording merg- 
ers on corporation books, and I have known instances whereearned 
surplus of merging companies has been carried forward as earned 
surplus of the new corporation. 

Such a course does indeed appear defensible when the merger 
includes only companies which have previously been operating 
as one property with the same management and stockholders. 
It may be argued that such a merger involves only a technical 
change in the form of organization and that the amount available 
for dividends to the stockholders, who remain the same, should 
not be disturbed. The claim is undoubtedly a just one, but even 
in such a case I do not believe earned surplus should be brought 
forward without specific provision for such action in the merger 
agreement and should then be specifically labeled 


‘“‘Earned surplus of underlying companies available for 
dividends to stockholders of Blank Company”. 


I also believe that when the accountant is confronted with a 
condition where for any reason earned surplus of merged com- 
panies has been transferred to the new company, segregation of 
such surplus should be made on the balance-sheet of the new 
corporation with suitable description. 

In respect to the individual corporations, the principal point 
I wish to make is that earned surplus should represent the ac- 
cumulation of earnings less dividends of the corporation reporting. 
If the surplus of underlying or merged companies is represented 
as part of the earned surplus of the successor or parent company, 
this principle would be violated. 
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TREASURY STOCK 


The treatment of treasury stock where no-par-value stock 
is used offers some points for consideration. Where stock is 
purchased for the treasury and it is desired to reflect this purchase 
on the liability side of the balance-sheet, we are confronted with 
the proper adjustment of the capital structure. 

It has seemed to me that fundamentally we are concerned with 
the average issue price of all the no-par-value stock rather than 
the price at which any particular block was issued. 

Assuming, therefore, that certain shares were acquired at a 
price in excess of the average issue price and that it is desirable 
to show such shares as a deduction from the outstanding shares, 
the first inquiry is as to what accounts include the issue price of 
the outstanding stock. 

If the capital account and the capital-surplus account together 
represent the values acquired as consideration for the issue of 
capital stock, the proportion included in each should be deducted 
in respect to the stock reacquired. The treatment of the excess 
or deficiency from the average issue price may vary according 
to the purpose for which the treasury stock was purchased. 

If such stock has a market value equal to the price paid for it 
and if the stock is held for resale, any excess over the average 
issue price may properly be carried as a deferred item on the debit 
side of the balance-sheet. In like manner any discount could 
be carried as a reserve. Either item would be eliminated on 
resale and the actual profit or loss on the transaction would be 
credited or charged to earned surplus. 

If the treasury stock had been acquired for the purpose of 
retirement, the same procedure should be followed in respect 
to the average issue price, but in expectation of the retirement 
of the stock any differences should be shown as a deduction or an 
addition to earned surplus as 

Deduct: Excess over average issue price paid 
for treasury stock acquired for cancella- 


Percival F. Brundage, in his article, Treatment of No-par-value 
Stock, in THE JOURNAL oF AccounTANCY, April, 1926, is inclined 
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to believe that the whole cost of the purchase price of treasury 
stock might be charged to surplus in order to keep the capital 
fund intact, until official permission is received from the state to 
reduce it. 

This belief apparently is based upon the assumption that 
there are legal restrictions involved in the reflection of treasury- 
stock purchases on the liability side of the balance-sheet. This 
seems to be fallacious as the mere statement on a balance-sheet 
does not of itself reduce the amount of capital. Furthermore, if 
the treasury stock is shown as a deduction, no one is misled. 

The fact is that par-value treasury stock has been accorded this 
treatment for years without serious objection, and it is difficult 
to see any valid reason against the procedure in the case of no- 
par-value stock. 

STOCK DIVIDENDS 

It is, of course, conceivable that a dividend may be paid in 
no-par-value stock, without any transfer of surplus to capital 
account, in much the same manner as $50 par-value shares may 
be substituted for $100 par shares. In either case the process 
merely results in a dilution of the value per share. Such action 
may have its advantages from a marketing point of view, but it 
is difficult to see how anything else is gained. 

However, the purpose of a stock dividend is not, as a rule, the 
mere dilution of the shares of a corporation, but rather is to set 
aside a portion of the earnings as fixed capital. It, therefore, fol- 
lows that the payment of a stock dividend in either par-value or 
no-par-value stock in such cases involves the transfer of a specific 
amount from surplus to capital. From the accounting viewpoint 
it does not essentially differ from the payment of a cash dividend 
followed by pro rata subscriptions to capital stock. >) 


The procedure to be followed in the case of a stock dividend 
would involve the authorization to issue additional stock by the 
stockholders and declaration by the directors of a dividend of a 
fixed amount out of accumulated profits, payable in capital stock 
at a specified issue value per share. 

It has been suggested that the amount to be transferred from 
surplus to capital should equal the market value of the stock 
distributed in the form of a stock dividend on the theory that the 
stockholder has received cash or its equivalent in that amount. 

The case of the North American Company has been cited in 
support of that view. Since October 1, 1923, that company has 
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been paying 2% per cent. quarterly in no-par common stock. 
Taking the year 1926 as an illustration, we find the common 
stock ranged in price from a high of 67 to a low of 42, or an average 
of 54%. During that year 389,804 shares were issued as a stock 
dividend, which, if figured at 541% per share, would represent an 
equivalent in cash of $21,244,318. However, a sum of $3,900,000, 
approximately, was transferred from surplus to capital account 
and the total net income for 1926, available for common stock, 
was only $15,474,114. 

This case does not, in my opinion, support an argument in 
favor of a transfer from surplus to capital of an amount equivalent 
to the market value of the stock at the time of issuance of the 
stock dividend. In fact, the market value has no more bearing 
on the point than would the declaration of a 50 per cent. stock 
dividend in par-value stock with the market value of stock so 
distributed two, three or ten times the par value of the stock 
distributed as a dividend. About all that happens in either event 
is a dilution of the per-share value, be it book or market value. 


PREFERRED STOCK 


Perhaps the principal source of difference among accountants 
arises through the issuance of preferred stock of no par value. 
It is argued by some that the proceeds received from the sale of 
such stock should be the value at which it is entered on the 
balance-sheet. However, it appears to me that the value at 
which such stock is to be redeemed in the event of liquidation 
should be the value shown. Of course, it is an anomaly to assign 
a value in liquidation to a stock and then to term it no-par stock. 
To my mind, the definite establishment of the amount of pref- 
erence does give that stock a par value. It is argued against 
using the liquidation value on the balance-sheet that the callable 
values are not used with stocks of par value, but the cases are not 
analogous. Par-value stocks are usually preferred in the event 
of liquidation to the amount of their par value. They may be 
callable at a premium. The premium at which either par stocks 
or no-par stocks may be called has no place on the balance-sheet 
except for information. This is true because in either case the 
stock may never be called. 

However, it is necessary, in order to establish the interest of the 
common stockholder, to show the actual amount of preference in 
liquidation. This is accomplished in the case of the par-value 
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stock by showing its par value and can only be accomplished in 
the case of the no-par-value stock by showing the value at which 
it is to be preferred in liquidation. 

An instance comes to my mind wherein a corporation proposed 
to sell a block of its preferred stock at $22.50 per share with retire- 
ment running as high as $40 per share, calling for a premium of 
approximately 78 per cent. on the amount to be realized from the 
sale of this stock. It is obvious in such a case that no adequate 
appraisal of the common stock equity could be made without 
reference to this condition. It is apparent, however, that it 
would be improper to show this stock on the balance-sheet at 
either the value at which it was sold or at the maximum redemp- 
tion value unless one of these values represented the preference in 
liquidation. It would be necessary, however, by suitable nota- 
tion on the balance-sheet to draw attention to the fact that the 
common stockholders’ equity was subject to the redemption 
premiums on the preferred stock. It would be impossible to do 
more, inasmuch as the retirement of the preference stock remains 
uncertain, and it is impossible to tell whether or not it will be 
retired before liquidation and the amount of the premium if it is 
retired. 

The clearest statement, in my opinion, is one wherein the 
preference stock is set out at its preference value, the excess over 
the amount realized on sale being deducted from the paid-in value 
of the common stock. Such excess should not be deducted from 
the earned surplus. 

The only advantage which no-par-value preferred stock has is 
that it may be issued at any price the directors see fit. The dis- 
advantages would seem to outweigh the advantages. If the only 
preference was one of dividend return the matter would not offer 
the same complications. 

The principal argument offered in advocating the use of shares 
without nominal or par value is that the discontinuance of an 
arbitrary dollar mark would prevent some misconceptions as to 
value and advise the holder that he is the owner of a certain pro- 
portion of the total net worth of a company, leaving it to him to 
determine what such net worth is instead of relying on the nom- 
inal value of his share certificates in determining their value. 

This argument does not apply to preferred shares with a stated 
redemption value, as such shares do not represent an aliquot part 
of the net worth of a corporation. Such shares are substantially 
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in the same position as par-value preferred stock and the sole 
reason which can be advanced for their use is that they can be 
sold at a discount from the redemption price. 

Thus the no-par-value-stock laws, instead of carrying out their 
high purposes, merely become the legal means of issuing stock at 
less than par, for the redemption value is in reality a par value. 

It is difficult to see why this subterfuge should be adopted when 
preferred stock might be sold at a par value if the dividend rate 
were adjusted to meet money market conditions and to the limita- 
tions set by the company’s credit. The reason that this is not 
done is due mainly to a feeling on the part of the issuing com- 
panies, and perhaps investment bankers, that a company’s credit 
is injured by issuing preferred stock with a high dividend rate. 
However, a lower dividend rate on a lower issue price actually 
means the same as the higher dividend rate on par value and it 
would appear that any subterfuge employed to mislead the in- 
vesting public should not be advocated by those who have sought 
a corrective for existing evils of capitalization in the no-par-value 
idea. 

CONCLUSION 

In conclusion it may well seem that the issuance of capital 
stock without par value has not really served any good purpose 
and, through careless legislation, has created unnecessary prob- 
lems for the business man and accountant. If, however, we are 
to retain its use, it seems essential to secure remedial legislation 
correcting obvious faults in existing laws. I believe that it would 
be a wise plan for a selected group representing the legal profes- 
sion to be appointed in conjunction with a similar group of 
accountants to study the subject and to prepare a model no-par- 
value-stock statute. 

Such a joint committee should give special attention to the task 
of clearly defining surplus available for dividends. 

Attention should next be directed to the abolition of no-par- 
value preferred stock with all its attending ambiguities. These 
steps would serve to eliminate many of our difficulties and would 
accomplish much toward clarifying the situation. I do not see 
how a sound and practical no-par-value-stock statute can be 
enacted without study and coéperation between the two pro- 
fessions which are most concerned with its use and are, together, 
acquainted with all the difficulties and complications which may 
arise. 
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The no-par-value-stock idea is inherently sound. If account- 
ants had been called upon to explain some of the fundamental 
principles involved before the enactment of laws governing this 
issue, many of the difficulties now experienced would have been 
avoided. It will not be out of place to reiterate a few of these 
principles: 

1. That no part of capital contribution should be used for the 

payment of dividends, as dividends essentially represent 
a distribution of earnings, 

2. That stock having a definite stated preference upon liquida- 
tion has no place in a no-par-value-stock statute, 

3. That where two or more classes of stock are issued for a 
mixed aggregate of property, the relative values or rights 
of each class should be clearly set forth at the time of 
issuance. 


The first step in the solution of any problem is a clear under- 
standing of its terms. Therefore, the immediate duty of ac- 
countants is to bring to the attention of legislators and the legal 
profession the difficulties which have been created through 
careless legislation on this subject, and then to work for coépera- 
tion in removing these difficulties by the enactment of uniform 
and consistent laws governing the issue of no-par-value stock. 
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Public Accounting in Mexico 


By J. LynpE-Lockwoop 


The practice of public accounting in the republic of Mexico 
has its principal seat in the capital, Mexico City. Unlike 
England and the United States, where accountants are established 
in every city and town of importance, the number of accountants 
in public practice outside the capital is very limited indeed. 

There is no legal regulation of the practice of accountancy in 
Mexico, but the courts will recognize only the signatures of 
accountants holding certificates from the ministry of public edu- 
cation, authorizing them to practise as public accountants. 

There is a professional organization, called the Mexican Insti- 
tute of Public Accountants, whose chief requirements for admis- 
sion are as follows: 

(a) Possession of an official certificate as a public accountant. 

(b) After obtaining the above-mentioned certificate, to have 
practised at least four years in a manner judged to have been 
efficient by the board of directors. 

(c) To have passed an examination before a committee of 
members of the institute. 

(d) To be at least twenty-four years old and of good reputation. 

The Mexican Institute numbers among its members men of 
great ability. As is natural, Mexican accountants confine their 
activities to the interests of Mexican clients, whereas the foreign 
accountants look for an outlet for their energies to the English and 
American concerns doing business in this country. 

The large English and American mining and oil companies, as 
well as the railways, employ exclusively the services of large 
accounting firms of international reputation, which have either 
offices or representatives here. 

In order to be able to conduct audits even satisfactorily in this 
country, a thorough knowledge of the Spanish language is indis- 
pensable. According to law, books of account must be kept in 
Spanish. It is clear, therefore, that without a thorough knowl- 
edge of that language it is impossible to perform properly audits 
or investigations. Another point of the greatest importance is 
an understanding of the Latin character. Although the clients 
of a foreign accountant in this country are almost exclusively of 
English or American nationality, yet the officers and members of 
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the staffs are in many instances Mexican, and it is vitally impor- 
tant to be able to treat with these employees in such a manner 
that the relations between the accountant and his clients may be 
of a pleasant nature. Pleasant manners and a pleasing personal- 
ity are assets of importance to any public accountant, but the 
importance of these assets is magnified in Mexico. There is a 
great deal more sentiment and pleasure in business than most 
people realize and this, I think, is particularly true of Latin- 
American countries. It is also of great importance to possess a 
good knowledge of the stamp and commercial laws and the 
various taxes, in order to be able to render valuable service to 
clients. 

The work of the foreign public accountant in Mexico includes 
balance-sheet and detailed audits, both recurrent and occasional, 
as well as investigations and income-tax work. The services of 
the public accountant in regard to this latter class of work are not 
called upon with very great frequency, as the preparation of the 
returns for the small and medium-sized concerns presents no 
great difficulty and is usually done by the head bookkeeper. The 
large corporations, whose returns are complicated and present 
problems not easy of solution, prepare their returns in consulta- 
tion with the department itself. 

Although, as indicated at the beginning of this article, prac- 
tically all the foreign accountants practising in this country have 
their offices in Mexico City, yet a great deal of the work has to be 
done at the mining camps, oil fields and factories in interior 
towns. The climate of Mexico City is almost perfect, but one 
has to be prepared to suffer inconvenience, not only as regards 
climate but also as regards living conditions, in many of the 
places one has to visit. 

With the exception of English and American concerns, the 
value and importance of audits by public accountants is not 
generally recognized in this country. It would appear conse- 
quently that there should be a large future for the profession, as 
better commercial education and knowledge of modern accounting 
methods should lead to a largely increased demand for the services 
of public accountants. The members of the Mexican Institute 
can naturally look forward with confidence that such demand will 
be for their services rather than for those of the foreign account- 
ants practising here. 


431 


| 


Depreciation 
By G. H. NEWLOVE 


Webster defines depreciation thus: ‘‘A fall of value; of money, 
a reduction or loss in exchange value or purchasing power, 
especially with reference to the face value. A lowering in 
estimation; disparagement.” This popular-usage definition was 
too all-inclusive for quasi-technical usage, so accountants 
limited the definition to the following: Depreciation is the 
decline in cost value of fixed assets caused by wear and tear, 
inadequacy and obsolescence. This definition was fairly satis- 
factory until the recent fluctuations in the purchasing power 
of money. Then appraisers and public-utility rate experts 
developed the thought that depreciation should include the 
amortization of appreciation. At present, there is not only a 
difference of opinion as to whether depreciation is the amortiza- 
tion of the cost value, the reproduction new value, or the present 
market value of fixed assets, but there is also a variance of 
opinion as to whether the sum amortized is a reservation of 
profits, a sum of money, a provision for the replacement of fixed 
assets, a decline in exchange value, a decline in efficiency, a 
financial loss or an operating cost. Esquerré (Accounting) aptly 
says: ‘‘ Depreciation is as difficult to define as its process is difficult 
to perceive.” 

The clearest-cut definition of depreciation, which is broad 
enough to be acceptable to most professional depreciationists, 
seems to be: Depreciation is the cost element caused by the 
decline in the number of useful service units in property. Having 
positively defined depreciation, the exact meaning of the term 
can best be seen by differentiating it from terms that are closely 
associated with it in common parlance. 

Depreciation not reservation of profits. The idea that depre- 
ciation is something taken out of profits is not only misleading 
but dangerous. Published corporate reports and prospectuses 
are full of this misconception of depreciation. Playing upon the 
loose ideas concerning depreciation in the minds of the public, 
a company (capital stock $100,000, annual depreciation $25,000, 
profits before deducting depreciation $40,000) will announce a 
net profit of $40,000 available for depreciation and dividends. 
This half-truth makes the company appear to be earning 40 per 
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cent. when it really is making only 15 per cent. Or the same 
company (assume $20,000 prospective issue of 5 per cent. bonds) 
will announce that the net earnings available for interest on these 
bonds and depreciation have been 4.0 times the interest on this 
bond issue. This half-truth conceals the fact that the true net 
profits were only 1.5 times the interest charges. 

Depreciation not sum of money. The close association of the 
idea of depreciation and that of the replacement of the depreciated 
assets has sometimes caused depreciation to be spoken of as a 
replacement fund. This is absolutely incorrect because depre- 
ciation is the cost of service rendered, an expense rather than 
an asset. The two concepts must be differentiated because 
depreciation exists whether or not cash is set aside to replace the 
asset when it is scrapped. 

Depreciation not provision for replacement. The idea of 
depreciation must not be confused with the general subject of 
property replacement. True, depreciation is one of the causes 
of replacement, but depreciation is a cost of operation entirely 
independent of the owners’ financial policy regarding replace- 
ments. The owners of an apartment house suffer by de- 
preciation even though they do not intend to replace the building 
when it is no longer usable. Few producers want their plants 
exactly replaced but all amortize their present equipment. 

Depreciation is the amortization of present property and is not 
the acquisition of the future property. Whether the future 
property will cost more or less than the cost or present value of the 
present property does not necessarily affect the depreciation of 
the present property. Suppose that an asset was purchased in 
a period of constantly rising prices (cost 100, present value 120, 
replacement cost 135). It is open to question whether the 
annual depreciation charges should be based on the cost or 
present value, but it is illogical to use the replacement cost as 
the base. The decline in the number of service units in 
present property can not be valued in terms of the cost of 
buying future property. To amortize property at its replace- 
ment value can be logically defended only if the replacement 
value coincides with either the cost value or the present value. 
It is unfortunate that the advocates of basing depreciation 
on a valuation other than original cost do not speak of present 
reproduction (appraised) values instead of replacement costs. 
In misstating their basis they greatly weaken their position. 
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Depreciation not financial loss. The charge for depreciation 
is made because of service rendered by the property and not 
because of any financial policy. The charge for depreciation is, 
therefore, not a financial loss but is part of the overhead of the 
department in which the service is rendered. 

Depreciation not decline in efficiency. The difference between 
depreciation and decline in efficiency can be clearly seen in the 
case of the famous “one-hoss shay’”’ which maintained its effi- 
ciency but not the number of its prospective service units right 
up toitscalamitousend. Depreciation is the decline in the num- 
ber of useful service units; efficiency is the relative excellence of the 
performance of these service units. This distinction is vitally im- 
portant because many producers believe that adequate repair pro- 
grammes which maintain the efficiency of their plants enable 
them to ignore depreciation. It is well to remember Hatfield’s 
(Accounting) apt words: “All machinery is on an irresistible 
march to the junk heap, and its progress, while it may be 
delayed, can not be prevented by repairs.” 

Depreciation not decline in exchange value. To speak of 
depreciation as “shrinkage in value due to wear and tear, etc.”’ is 
unfortunate because so frequently appreciation more than equals 
depreciation. No one denies that the Hudson River is flowing to 
the ocean simply because at high tide more water is coming into 
the river bed than is going out of it. Similarly, no one can deny 
that a machine is marching to the junk heap simply because the 
vagaries of price levels may have caused a net rise in its market 
value. The result of the high tide is to increase the flow at ebb 
tide; the result of the appreciation is to increase the diminution 
of value in the subsequent periods. 

Depreciation can not be offset by appreciation because (a) 
depreciation is an operating cost and appreciation is an unrealized 
profit, and (b) depreciation is a deduction for tax purposes and 
appreciation is not a taxable income. 

Depreciation not deterioration. Depreciation, which is a 
financial result, must not be confused with deterioration, which 
is a physical condition. Deterioration is only one of the causes 
of the loss of service life or depreciation. 

Depreciation not obsolescence. Depreciation, the financial 
result of the decline in the number of useful service units in 
property, is not synonymous with obsolescence, an economic 
process which causes depreciation by attacking the utility of the 
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remaining service units in property. The classic example of 
obsolescence was the supplanting of the horse-cars by the power- 
driven street cars. Obsolescence does not cause loss of service 
life from a physical but from an economic point of view. 

Depreciation not inadequacy. Inadequacy is an economic 
process which attacks the utility of the service units in property. 
The economic process, inadequacy, is one of the causes of the 
financial effect, depreciation. The most frequently seen examples 
of inadequacy are the supersessions of smal! water and gas mains 
by larger mains in rapidly growing urban communities. Inade- 
quacy does not physically affect the mains but renders it an 
engineering economy to replace them. 

Depreciation not depletion. Depletion is the physical diminu- 
tion of property. Depletion reduces the physical life of property, 
depreciation the service life. The word depletion should be 
limited in accounting terminology to exhaustion in the extractive 
industries, oil and gas wells, timber trade and mines. Depletion 
through the exhaustion of the natural wealth may cause deprecia- 
tion of property used in the extracting process. A saw-mill 
having a natural life of 50 years has a service life of 30 years if 
the standing timber will be cut in that time. 

Physical depreciation. Physical depreciation is the cost 
element caused by deterioration. Deterioration causes deprecia- 
tion by physically reducing the number of service units in prop- 
erty. The chief causes of physical depreciation are wear and 
tear from operation, action of time and of the elements, accidents, 
parasites, pollution of water, growths in water mains, electrolysis 
and crystallization. 

Functional depreciation. Functional depreciation is the cost 
element caused by obsolescence, inadequacy and depletion. 
Functional depreciation is the reduction in the utility rather than 
the actual number of the service units in property. In the case 
of obsolescence, the utility is lessened by a new development 
whereby either the thing produced or the process of production is 
changed. In the case of inadequacy, the utility is lessened by a 
change in the demand made upon the property due either to 
considerations of engineering economy, or unforeseen develop- 
ments, or abandonment of original financial policy. In the case 
of depletion, the utility is lessened by the exhaustion of the raw 
materials upon which the depreciating property was designed to 
perform its functions. 
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Contingent depreciation. Due to the accounting necessity of 
recording depreciation as a charge against current operations, a 
distinction must be made between depreciation that can be 
foreseen and depreciation that can not be foreseen. Drawing the 
distinction between contingent and predictable depreciation 
involves the use of the law of averages. For instance, a telephone 
company knows that during a normal winter the weight of snow 
and sleet will break down some of its poles. A reasonable esti- 
mate of such destruction should be included in the depreciation 
charge, but provision for the widespread destruction occasioned by 
an exceptionally severe sleet storm should be made directly from 
the surplus account and not through the depreciation charge. 
Similarly, the radio industry must expect a considerable loss due 
to obsolescence. This predictable loss can be included in the 
depreciation charge, but any additional provision for contingent 
depreciation should be made directly to the surplus account. 

Actual and theoretical depreciation. Actual (sometimes called 
absolute) depreciation is a term sometimes used to denote the 
decrease in the sales value of a fixed asset from its condition new to 
its present state. If the asset is ready for the scrap heap, the 
actual depreciation would equal the total theoretical depreciation. 
The actual depreciation is not applicable to going-concern 
valuations where the supposition is that the asset will be used 
during its service life and not sold. Theoretical depreciation is 
the equitable amortization of the total cost element caused by the 
decline in the number of service units in property over the 
service life of the property. 

Amount to be amortized through depreciation. Under ordinary 
conditions, depreciation in going concerns should amortize the 
cost less the scrap value of the fixed assets. Should the facilities 
have been procured at abnormal costs, they should be appraised. 
Obviously, either fixed assets valued at the high construction costs 
that prevailed during the world war, or fixed assets valued at 
purchase prices found in “‘forced’’ sales in bankruptcy proceed- 
ings prevent a balance-sheet from reflecting the true worth of the 
concern. Fluctuations in the appraised value of fixed assets 
occurring after purchase may be recorded only if the changes are 
sufficient to warrant a formal appraisal being made. The amount 
to be amortized through the reserve-for-depreciation account 
may, therefore, be either cost value less scrap value or appraised 
value less scrap value. 


436 


Depreciation 


Amortized appreciation as a cost element. Given the right 
conditions, amortized appreciation may be properly called a cost 
element. Assume a factory building which has appreciated. If 
the concern continues to use the building instead of selling it and 
moving to cheaper quarters because of reasons concerned only 
with the manufacturing processes, the amortized appreciation 
may, from a theoretical point of view, be properly classed among 
the cost elements. Usually amortized appreciation should be 
excluded as a cost element on the general grounds of expediency. 
The specific reasons for the exclusion are: 

1. The reasons for the continued use of an appreciated asset 
are frequently complicated. These reasons are: (a) Difficulty of 
finding purchasers at appraised value; (b) cost of moving, and 
(c) advantage of present location from the viewpoints of sales, 
supply of labor, supply of material, transportation facilities, 
power, etc. Only a just portion of the amortized appreciation 
can be deemed a cost element in such cases. 

2. Including amortized appreciation as a cost element either 
increases the fixed charges if there is only one appraisal or 
increases the uncontrollable variable charges if there are numerous 
appraisals. Either increase violates the recent cost practice of 
stressing the variable cost elements that can be controlled by the 
management. 

3. Including amortized appreciation as a cost element in- 
creases the difficulty of valuing the inventories of work in process, 
component parts and finished goods. The amortized apprecia- 
tion charged to unfinished factory orders and to unsold product 
must be computed and deducted from the final inventories or it 
will be anticipated. The technique involved is practically identical 
with the handling of the ‘“‘interest on investment” cost element 
included in the final inventories. 
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EDITORIAL 


The council of the American Institute of 
Accountants has resolved to act upon a 
suggestion received from the president 
of the International Congress of Accountants that the next meet- 
ing of that organization should be called for 1929 and that the 
place should be somewhere in the United States. The council 
directed the executive committee to appoint a special committee 
to make plans and to invite other organizations of accountants to 
codperate. The executive committee acted promptly in accord- 
ance with instructions and a special committee has been appointed, 
invitations to codperate have gone to other societies of account- 
ants and arrangements are now being made for a preliminary 
meeting of the committee of the Institute with the committees of 
other societies to be held before the end of this year. The Insti- 
tute’s committee is representative of all parts of the country and 
no firm is represented by more than one member. _It is impossible 
at this time to make any definite statement about the proposed 
congress. The programme will be comprehensive and it will be 
desirable to have the active and hearty support of all who are in- 
terested in accountancy. Men who attended the Amsterdam 
meeting in 1926 express the opinion that there will be delegates 
from nearly every European country, and it is confidently ex- 
pected that all the American republics will send representatives. 
It seems probable that such a congress will select Washington as 
the place of meeting. There could be no better place and the 
facilities available there are adequate in every way. Visitors 
from abroad naturally will wish to see the national capital and the 
executive departments of government will certainly be glad to 
encourage a meeting which will do much to bring about better 
understanding between nations. This congress is to be a matter 
of importance, and accountants throughout the country should 
be willing to do all that lies within their power to make it the 
success which the honor of American accountancy requires that it 
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shall be. From time to time announcements of plans and of 
progress will be made in the publications of the Institute, and 
doubtless in other papers as well, and we urge all who read to 
take and to maintain interest in what will be done. 


There has been a good deal of doubt in 
the minds of accountants as to the 
meaning and effect of one of the para- 
graphs of the treasury department’s revised circular number 230 
with reference to the certificates required of practitioners before 
the bureau of internal revenue. So many letters were received 
asking for an opinion on the subject that the matter was placed 
before the counsel of the Institute and we are glad to present his 
reply for the information of our readers. It will appear that the 
fears which many accountants expressed that the requirements 
can not be literally observed do not seem well founded. Counsel 
says: 


Treasury Department 
Circular 230 


“In accordance with your request for an opinion as to the proper method 
of complying with paragraph 2 (f) of treasury department revised circular 
No. 230, I have studied that circular and discussed its purpose and scope 
at the treasury department. My opinion follows: 

‘ . Paragraph 2 iy of circular No. 30 (revised July 1, 1927) provides as 
ollows: 

“Every affidavit, argument, brief or statement of facts prepared or 
filed by an attorney or agent as argument or evidence in the matter of a 
claim or tax matter pending before the treasury department shall have 
thereon a statement si me, he such attorney or agent showing whether 
or not he prepared such document and whether or not the attorney or 
agent, knows of his own knowledge that the facts contained therein are 
true. 

“This paragraph can best be understood in the light of the evil sought 
to be prevented. Unscrupulous practitioners have prepared both for 
submission by taxpayers and for submission by themselves to the depart- 
ment false statements. In such cases the difficulty of proving who is the 
real culprit is obvious. In some cases the practitioner does not appear at 
all; in others he attempts to shift the responsibility to the taxpayer or to 
some third person. 

“The object of the present paragraph is to insure that every practitioner 
popes or filing a paper shall state to what extent he assumes responsi- 

ility for the document. It is not to embarrass honest practitioners. 
The two questions asked do not have to be answered categorically ‘ yes’ or 
‘no.’ The true facts may and should be stated. For instance, a practi- 
tioner might state that a brief was prepared in his office and under his 
supervision and direction; that certain (specified) exhibits were prepared 
at his request by the taxpayer, or an appraiser or whoever did prepare 
them; that the facts or certain of them (specifying) he knows to be true 
or that the facts were furnished to him by the taxpayer or another and that 
he believes them to be true. 

‘In short, it is my opinion that the department wants to know the facts 
as to how and by whom the document was prepared and how far the person 
or persons preparing it or furnishing it assumes responsibility for its 
veracity. 
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“From what has been said above it follows that the signing of a firm 
name to such a statement does not accomplish the end sought. That end 
is to fix individual responsibility and to prevent this responsibility from 
being shifted when trouble arises. If a firm (either of lawyers or ac- 
countants) prepares or files a document, some enrolled attorney or agent 
must — responsibility for it, or make it clear that no responsibility is 
assumed.” 


, A well-known lawyer at a recent meeting 
Cost of Eioating of the New York State Society of Certified 
Public Accountants propounded the 
suggestion that it would be well to adopt in this country a pro- 
vision of law similar to that contained in the English companies 
acts with reference to the information which must accompany 
every offering of corporate securities. He spoke of the difference 
between the price paid by bankers or syndicates of bankers for 
stocks and bonds and the price at which the same securities are 
offered to the public—a difference which is called in the jargon of 
Wall street ‘‘the spread.”’ This is not a new idea. It has been 
uttered many times. But it is always interesting and always will 
be until the time comes when every detail to which the investor is 
justly entitled is made available to him. (The requirements of 
many of the so-called ‘‘ blue-sky ”’ laws of the states call for the ex- 
position of detail, but there is no uniformity and the information 
seldom reaches the public.) It matters not whether the difference 
between the price received by the issuing company and that paid 
by the public is considered commission or profit upon sale and 
purchase—the effect is the same. It is true, and generally known 
to be true, that the charge for underwriting an issue of securities is 
often out of all fair proportion to the amounts received by the 
borrowing companies. It is always a difficult matter to float a 
large volume of new securities without aid of one or more in- 
fluential banking houses whose standing and clientele assure a sale | 
of anything that looks reasonably safe and sound. Theoretically | 
it should be possible for the company which needs money for 
working capital to advertise its wants, and, when there is such an 
abundance of money as there has been in America for several 
years past, it should be a perfectly simple matter to obtain funds 
directly from the investor without the intervention of a middle 
man. But we all know that this theory is good only as a theory. 
Practically the lender and the borrower, if the link between them 
is in the form of securities, never meet. And the costs of the 
services which the investment banker renders are high in inverse 
ratio to the merit of the bonds, debentures or stock which are con- 


440 


i 
| 
; 


Editorial 


cerned. In other words, the more reputable bankers are content 
with a smaller spread because they endeavor to restrict their 
energies to the best class of securities. When a really good 
medium of investment is coming to the market there is not a 
dearth of underwriters and, consequently, even if the bankers 
were inclined to charge excessive fees or profits for their efforts, 
they would be forced by the fact of competition to accept a lower 
compensation. But the reputable banking house is not addicted 
to the practice of extorting the uttermost farthing, even if it can 
be obtained. It is the other kind of banking venture—venture is 
a good word—which charges and overcharges to the disadvantage 
of both lender and borrower. Such a concern spreads the spread 
to unconscionable extent—and unfortunately it is to that kind of 
concern that many borrowers are forced to appeal. The less 
evident the strength of an issuing company the more difficult it is 
to enlist the support of good bankers, and so the investment 
shark comes in and swallows up all that he can reach. It is quite 
certain that the proposal to require full information of costs, 
commissions, spread, etc., will be vigorously opposed by those 
houses which have profited most richly by the past and present 
absence of compulsory publicity. But, on the other hand, the 
banker of good repute should and doubtless would welcome the 
utmost frankness about his dealings. The public is pretty 
generally foolish when it invests—always when it gambles—but it 
is not so utterly asinine as to ignore danger signals which would 
be displayed if we had laws demanding that the profits of pro- 
moters and underwriters be shown in full. The public can 
probably be trusted to take note of the disparity between profits 
of five per cent. and fifty per cent. 


littl h h 

The Desirability A litt e more t an a year ago t ere was 
or quite a flutter in the financial centers 

of Publicity 
about some rather startling allegations to 
the effect that the public was being grossly deceived by the pub- 
lished accounts of corporations whose securities were the media of 
common investment. These stories were not all well founded, but 
there was a sufficient amount of truth underlying the general criti- 
cism to arouse the people who have money to invest and also the 
exchanges, the bankers and brokers. As America is today the 
richest nation in the world and as its wealth is more widely dis- 
tributed than the wealth of any other country, it naturally follows 
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that the investing public is a very substantial percentage of the 
nation as a whole. What stirs the investor, therefore, stirs the 
whole people directly or indirectly. For a few months there was 
reason to believe that we were to have a great reform. Ac- 
countants seized the opportunity to write and speak for the cause 
of frank publicity. Exchanges professed a zeal for the work of 
improving conditions. Everyone who had anything to do with 
money or the sale of money was filled with enthusiasm—a kind of 
religious fervor swept over us. But a year has gone by. The 
conditions are not changed. There is little more frankness than 
there was. It begins to appear that the effect of the revival is, 
like the effect of many noble plans, almost exactly nil. Most of 
us have forgotten that the banner of the crusade was ever raised. 
We have stopped at Stamboul. Yet if there was a cause last 
year, there is one today. Every accountant admits quite eagerly 
that things are not altogether as they should be. He would like 
to see absolute exposition of detail for the benefit of the public. 
There are, of course, always some intimate internal details which 
have no bearing upon the stability of a concern and could only be 
made known to the advantage of competitors. But it is seldom 
indeed that the company which is sound and onward-going has 
anything to lose by telling the whole truth. There are so many 
ways in which the reader of a financial statement may be deceived 
that it is unnecessary to attempt to recite them here. The ac- 
countant has been preaching the crusade for years but his voice 
has not prevailed ; he has been accused of self-interest. Of course, 
he would like to see full statements of conditions because he would 
be called upon to prepare them. But when outsiders who could 
have no ulterior purpose to serve, excepting perhaps an excusable 
willingness to ascend the rostrum, directed the attention of the 
people to the facts it was suddenly discovered that the accountant 
had not been such a false prophet as he had been held to be. The 
accountant was not altogether unselfish in crying for reform, but 
if a great good to the whole people involves a small good to a 
particular class of the people that does not seem sufficient reason 
for postponing or rejecting it. Itis rather silly to refuse a blessing 
because it is to be universal. However, it is unnecessary to argue 
that point now. What is before us is the sad and astonishing 
failure of the public to insist upon reform when the need for reform 
has been not only revealed but acclaimed. Truly, the American 
public is a marvellous entity. It is not physically inert or even 
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lazy, but at times it does appear to be extraordinarily apathetic. 
The oldest observer of Wall street would not have believed that 
within a year from the excitement which followed the call for 
facts the whole incident would have passed without action and 
have been forgotten. Perhaps the bull market which ran so long 
a course made people lose sight of everything else. If there had 
been a falling market, a shortage of money, a psychological or an 
actual depression in business, people would have had more time 
to devote to reform. No one longs for a dull market, but it may 
have its advantages. 


Now, what is there in this proposal that 
the profit of the underwriter be disclosed 
which makes it any more probable of 
effect? Certainly the accountant is not directly interested. It 
means nothing to him as an accountant whether the spread be- 
tween purchase and sale be revealed or not. And it is not quite 
clear to us what the speaker who made the proposal thought that 
accountants could do to advance the plan which he had in mind. 
Possibly accountants as a class could urge publicity in the cause 
of fairness to all concerned; but it seems to us that the matter is 
one for legislation, and it is notorious that the accountants’ in- 
fluence upon general legislation is not considerable. The speaker, 
howe ver, referred to the British custom and the law which governs 
the issuance of securities and here he raised a question in which 
accountants have a vital interest. We have said times out of 
number that the greatest need, from the accountant’s point of 
view, is the enactment of legislation in all our states embodying 
the principles of the English companies acts. There are many 
features of the system of regulating companies in Great Britain 
which might not apply here, but for the most part the laws and 
regulations which have been found satisfactory in that country 
could be adapted to the conditions in the United States. The 
provision relative to the election of auditors is one to which we 
have referred frequently. The choice of auditors by shareholders 
rather than by directors is absolutely sound in theory and prac- 
tice. The rule that auditors shall not be changed except for 
cause or at their own wish is also salutary. And there are many 
other requirements which might be imported and would do much 
to allay the doubts which have been properly expressed here as to 
the sufficiency of the statements which companies issue. On the 
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question of what shall be disclosed about expenses of flotation and 
sale of securities the English act provides as follows: 


81.— 

(h) ’ The amount (if any) paid within the two preceding years, or 
payable, as commission for subscribing or agreeing to sub- 
scribe, or procuring or agreeing to procure subscriptions, for 
any shares in, or debentures of, the company, or the rate of 
any such commission: provided that it shall not be necessary 
to state the commission payable to sub-underwriters; and 

(i) The amount or estimated amount of preliminary expenses; and 

(j) The amount paid within the two preceding years or intended to 
be paid to any promoter, and the consideration for any such 
payment; and . 


89.—(1) It shall be lawful for a company to pay a commission to any 
person in consideration of his subscribing or agreeing to subscribe, whether 
absolutely or conditionally, for any shares in the company, or procuring or 
agreeing to procure subscriptions, whether absolute or conditional, for any 
shares in the company, if the payment of the commission is authorised by 
the articles, and the commission paid or agreed to be paid does not exceed 
the amount or rate so authorised, and if the amount or rate per cent. of the 
commission paid or agreed to be paid is— 

(a) In the case of shares eel to the public for subscription, dis- 
closed in the prospectus; or 

(b) In the case of A vin not offered to the public for subscription, 
disclosed in the statement in lieu of prospectus, or in a state- 
ment in the prescribed form signed in like manner as a state- 
ment in lieu of prospectus and filed with the registrar of 
companies, and, where a circular or notice, not being a pro- 
spectus, inviting subscription for the shares is issued, also dis- 
closed in that circular or notice. 

(2) Save as aforesaid, no company shall apply any of its shares or 
capital money either directly or indirectly in payment of any commission, 
discount, or allowance, to any person in consideration of his subscribing or 
ee to subscribe, whether absolutely or conditionally, for any shares 
of the company, or procuring or agreeing to procure subscriptions, whether 
absolute or conditional, for any shares in the company, whether the shares 
or money be so applied by being added to the purchase money of any 
ony bd acquired by the company or to the contract price of any work to 

executed for the company, or the money be paid out of the nominal 
purchase money or contract price, or otherwise. 

(3) Nothing in this section shall affect the power of any company to 
pay such brokerage as it has heretofore been lawful for a company to pay, 
and a vendor to, promoter of, or other person who receives payment in 
money or shares from, a company shall have and shall be deemed always to 
have had power to apply any part of the money or shares so received in 
payment of any commission, the payment of which, if made directly by 
the company, would have been legal under this section. 

90. Where a company has paid any sums by way of commission in 
respect of any shares or debentures, or allowed any sums by way of dis- 
count in respect of any debentures, the total amount so paid or allowed, or 
so much thereof as has not been written off, shall be stated in every balance- 
sheet of the company until the whole amount thereof has been written off. 


There is, however, a new spirit at work 
in the financial world and in course of 
time it will so prevail that the obscure 
methods of an earlier day will be entirely abandoned—at least it 


An Instance of 
Good Practice 


444 


aN, 
i} 

} 


Editorial 
seems probable. Of course every well informed man knows that 
not one half the villainy of which financiers have been accused ever 
existed outside the fancy of political demagogues and their disci- 
ples, but it is equally true that some very damnable things have 
been done and perhaps are still being done in the name of invest- 
ment. Thousands of people have been deceived and thousands 
of families have been impoverished by the plausible wiles of men 
and companies engaged in the business of selling what seemed to 
be securities. There have always been honest bankers and 
brokers, but it must be admitted, even by the most devout apolo- 
gist, that in years which the ancient among us can remember well 
there was a lamentable abundance of dishonesty, baseness and 
thievery to be found wherever financial affairs were handled. 
That time, however, is happily past and the business of finance is 
a business at least as fairly and openly conducted as any other. 
The shark of Wall street is in bad odor and he would soon 
starve to death if everyone would listen to the warnings which are 
everywhere displayed. It is a great pity that a business which is 
so intimately concerned with the life and happiness of a great 
majority of the people should have been defamed and obstructed 
by the unprincipled practices of some of its early participants. 
The average man of Chicago or San Francisco or Atlanta or New 
York knows that as a whole the investment business is conducted 
well, but if the average man of a great city will travel a little way 
from home and visit with his brother, the average man of the 
small town, he will be astonished to find how almost universal is 
yet the belief that every financier—using the term in its true sense 
—is merely a slightly polished footpad. The resident of Smith- 
ville or Jonesburg would sooner risk the perils of the hold-up belt 
in Chicago or New York than enter unarmed and unaccompanied 
a broker’s office in the financial districts of those cities. It is well 
to remember the truth. It helps to explain the readiness with 
which a style of political oratory is received by the country at 
large. However, it is quite certain that if the investment business 
had always been conducted on the present plane it would be in 
general favor. It suffers today from past misdeeds. It labors 
under the burden of the policy or impolicy which was summarized 
in the phrase ‘‘The public be damned.” Russia is the victim of 
sovietism because of its over-indulgence in the wine of tyranny. 
All this by a too roundabout way is leading up to a reference to 
something which was mentioned in the daily papers not long ago, 
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but does not seem to have attracted the attention it deserves. 
It would be an excellent means of wiping mist from the spectacles 
of the public if the facts about this affair were known. The case 
to which we refer was an application of the principle which many 
of our good mercantile houses have adopted ‘‘ Your money back 
if you are not satisfied,’’ and it was applied to so considerable a 
matter as an issue of debentures which in the language of the 
market place had ‘‘gone bad.”” The banking house of Hayden, 
Stone & Co., sent the following letter to the protective commit- 


tee for debenture holders of the Shipman Coal Co.: 


New York City, October 4, 1927. 
SHIPMAN CoaL CoMPANY DEBENTURE HOLDERS 
PROTECTIVE COMMITTEE: 
Dear Sirs: 

As you know, we have been carrying on negotiations with various coal 
companies operating in the anthracite field looking toward the further de- 
velopment of the properties of the Shipman Coal Company. We proposed 
to each of several different companies that we would furnish one half, if 
they would furnish the other half, of any additional capital needed for 
these properties and that they take over the management thereof. We 
regret to say that each has refused to proceed because of the showing in 
underground developments made during the past year. 

In the meantime, we have been furnishing money to receivers, actin 
under court appointment, to keep the mines pumped out. Being catished 
that further expenditure would + useless, we have determined to notify 
the receivers that we will not provide further funds and also to notify the 
lessors of the company’s property to this effect. 

We could not conscientiously advise you to spend your money on this 

operty. If you do not, the receivers doubtless will arrange immediately 
or the sale of the company’s assets, which consist of operating equipment 
having practically a scrap value only. 

We understand that you, as a debenture holders’ committee, have 
claims, the enforcement of which is now being considered against the 
officers of Shipman Coal Company and/or Weston Dodson & Co., Inc., or 
its officers who were managing the operation of Shipman Coal Company. 

Under these circumstances, because of those who, relying on us and our 
investigations, put their money into these securities, we hereby make the 
following voluntary offer to you and through you to debenture holders 
whom you represent: 

If you will begin and prosecute to final judgment all necessary and 
proper actions and take any other steps proper to endeavor to establish 
and enforce your claims, including those against those connected with the 
management of these properties, we will defray the actual cost of such 

roceedings; and, in the end, will reimburse all depositors for the difference 
tween the net amounts, if any, that may be finally recovered by you 
through such actions or proceedings and the par value of the debentures 
deposited by them. 
lease communicate with the debenture holders, and after such expres- 
sion as you may obtain from them, advise us of your action upon this offer. 


Very truly yours, 
HAYDEN, STONE & Co. 


We have been told that this is not the first time that a loss has 


been made good by an investment banking house, but, if it is not 
the first, it is at least among the first and it affords a splendid 


446 


¥ 
i 
| 
| 
| 


Editorial 
object lesson of what may be called the new day in finance. Of 
course many people will say that the protection of investors was 
necessary in order to save the good name of the house, and that is 
true; but that argument does not destroy the moral of the story— 
it strengthens it, rather. It indicates the change in conditions 
which now makes it necessary to amend the old warning to read 
‘Let the seller beware.”” The action of the bankers in this case 
may not be quickly followed by all who deal in securities today, 
but it is at any rate a hint of what may bedonesomeday. There 
is much talk of the guaranty of deposits—perhaps that will come. 
It seems to be only a short distance from that to the guaranty of 
investments which may be brought about by two causes, both 
good, namely, altruism and self-protection. 
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CONDUCTED BY THE SPECIAL COMMITTEE ON ACCOUNTING TERMINOLOGY OF 
THE AMERICAN INSTITUTE OF ACCOUNTANTS 


The first committee on terminology was appointed in 1921 and published 
numerous communications which appeared in THE JOURNAL OF ACCOUNTANCY 
during 1922 and the following years. 

Many of the more important terms were defined but, for various reasons, the 
committee became dormant until this year, when the new members resumed 
activities immediately upon their appointment by the president of the Institute, 
and they hope to furnish regular monthly contributions. 

The principles guiding the original committee were outlined in THE JouRNAL 
for July, 1922, and will be followed by its successors. 

The committee feels very strongly that the value of its work would be 
greatly enhanced if other members of the profession would codperate by 
discussing the definitions as published and by forwarding any suggestions 
which may occur to them. 

The committee earnestly asks for such codperation and will welcome any 
communications on the subject, which may be addressed to THE JOURNAL OF 
ACCOUNTANCY or to any one of the members: 

Walter Mucklow, Chairman, 

815 Barnett Natl. Bank Bldg., Jacksonville, Florida 
Herbert C. Freeman, 

60 Broadway, New York 
F. W. Thornton, 

56 Pine street, New York 


DEFINITIONS 


The committee suggests the following definitions: 


AUDIT: 

An examination of the books of account, vouchers and other records of a 
public body, institution, corporation, firm, or individual or of any person or 
persons standing in any fiduciary capacity, for the purpose of ascertaining the 
accuracy and integrity of the accounting and of certifying thereto upon the 
statements rendered. 

In the absence of any qualifying expression defining the extent to which it 
has been limited, an audit is understood to be an examination of the subject 
matter of the accounting in all its financial aspects, covering, to the extent that 
these several classifications of accounts may be involved, the verification of 
assets, liabilities, receipts, disbursements, income, expenditure, capital and 
reserves and their application; surplus and profits and their disposition, in such 
detail as may be necessary in the circumstances of each individual case to 
permit of an unqualified certification of the accuracy of the statements ren- 
dered and of the proper accountability of the fiduciary parties. 
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In practice an audit is in many cases limited in varying degrees recognized by 
custom and indicated by qualifying expressions, the definitions of which are 
given below, as follows: 

Balance-sheet audit 
Cash audit 

Partial audit 
Special audit 

Audits not necessarily limited in scope are frequently given other designa- 

tions or descriptions, defined below, as follows: 
Complete audit 
Continuous audit 
Detailed audit 
External audit 
Internal audit 
Private audit 
Public audit 


Examination 
Investigation 
BALANCE-SHEET AUDIT: 

A balance-sheet audit consists of the verification, as of a given date, of the 
assets, liabilities, capital, surplus and of all reserve accounts, including as 
incidental thereto, such examination of the operations as may be necessary to 
give credence to the stated financial condition. 

It does not include the detailed vouching of al/ receipts and disbursements or 
all details of income and expenditure, nor does it establish the accountability of 
the fiduciary parties, except on broad lines. 


It should be accompanied by a report stating the nature and extent of the 


verifications which have been made, drawing attention to any items requiring 
explanation or comment, or by a certificate stating the opinion of the auditor as 
to the correctness of the statement submitted, or by both report and certificate. 

(See “‘ Approved methods for the Preparation of Balance-sheet Statements,” 
Federal Reserve Bulletin, April, 1917, reprinted by the United States govern- 
ment printing office, Washington, D. C.) 


CASH AUDIT: 

An audit limited to the verification of cash transactions for a stated period, 
for the purpose of determining that all cash received has been duly brought 
into account and that all disbursements are properly authorized and vouched. 

A cash audit is detailed in character but limited in scope. It is concerned 
with the sources of receipts and the nature of disbursements only to the extent 
necessary to substantiate their accuracy. Such an audit establishes the ac- 
countability of the persons charged with responsibility for cash, a certificate to 
this effect being given on a summary in appropriate form of the cash transac- 
tions for the period. 


COMPLETE AUDIT: 
One in which the examination extends to a verification of the details of all the 
books of account including subsidiary records and all supporting vouchers, as to 
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mathematical accuracy, complete accountability and correctness of accounting 
principle. In modern practice such an examination is seldom made. 


CONTINUOUS AUDIT: 

One in which the detail work is performed either continuously or at short 
regular intervals throughout the fiscal period, usually at the shortest intervals 
(e. g., weekly or monthly) at which subsidiary records are closed and made 
available for audit in controllable form. Such “continuous” work leads up to 
the completion of the audit upon the closing of the accounting records at the 
end of the fiscal period. A continuous audit differs from a periodical audit, 
even though the detail work be performed, for example, monthly, in that no 
report is made except of irregularities detected and adjustments found to be 
necessary, until the end of a completed fiscal period, and further, that the certi- 
fication of balance-sheet figures, as such, may be deferred until the fiscal closing. 
A continuous audit is not necessarily a complete audit, but may be limited in 
scope according to understanding and as may meet the requirements of the 
individual case. 


AUDIT—DETAILED: 

This is similar to a complete audit, but sometimes a series of tests is substi- 
tuted for a complete audit of each and every entry. 

In some cases an audit may be detailed and yet limited in scope, e. g., a cash 
audit. 

The form of report will depend on the scope of the work, but, so far as the 
work goes, will follow the corresponding portion of a report of a complete audit. 


AUDIT—EXTERNAL: 
This term is not in common use, but is occasionally used to indicate an audit 
by someone, such as a public accountant, external to the concern being audited. 


AUDIT—INTERNAL: 

This term refers to an audit made by members of the staff of the concern 
audited. Frequently “staff auditors,” “traveling auditors’’ or “inspectors” 
are employed to make continuous or periodical audits of some or all of the trans- 
actions: the scope is not definite, and their work is frequently supplemented by 
examinations made by public accountants. 


PARTIAL AUDIT: 

A term used to describe (a) a special examination of some portion of a set of 
accounts or records or of all the accounts for an incomplete period, such work 
being the subject of specific instructions describing and limiting its extent; or 
(b), more inexactly, a test of the detailed transactions made in conjunction 
with a balance-sheet audit. 


AUDIT—PRIVATE: 

The use of these terms is confined to British practice and is defined by Pixley 
as follows: 

Private audits may be divided into two classes: (1) where the auditor is 
instructed by his client to perform certain specified auditing duties which, 
when he has discharged them in accordance with such instructions, terminates 
such duties and at the same time his responsibilities; (2) where he is instructed 
by one or more individuals, who may be interested in some business or estate, 
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which although not registered under any act of parliament, is nevertheless 
subject to some agreement or deed, or testamentary document, and perhaps 
also subject to some act or acts of parliament and subsequent legal decisions. 
Pixley’s Accountants’ Dictionary, p. 54. 


AUDIT—PUBLIC: 

Public audits are those which are carried out under the provisions of an act or 
acts of parliament, or under the clauses of a royal charter. In such cases the 
auditors are appointed in accordance with the provisions of the act of parlia- 
ment or of the royal charter combined with special regulations or by-laws made 
in conformity therewith, and although these duties are not actually defined, the 
forms of the accounts which they have to certify, either with or without quali- 
fication, are frequently prescribed. Accountants’ Dictionary, p. 54. 


SPECIAL AUDIT: 

An audit made for any purpose other than the verification or certification of 
statements of account presented according to regular procedure at the close of 
an accounting or fiscal period. Such an examination may be one where spe- 
cially exhaustive attention is given to detail, or it may, on the other hand, be a 
sketchy examination of some limitea feature of the accounts. An interim or 
periodical audit made in the regular course, however, is not a special audit. 


AUDIT NOTE BOOK: 

A note book written up during the progress of an examination to show data 
relative to workdone. It may contain daily particulars of work done, names of 
auditors who do the work, time consumed—all for the use of the auditors’ 
office. It may also contain particulars of matters requiring special attention, 
and in case of continuous audits the bank reconciliations, lists of missing vouch- 
ers, and other matters to be referred to at next audit. Frequently it contains 
the audit programme. 


AUDIT PROGRAMME: 

A detailed description of work to be done in any given audit. 

It is prepared before the audit is commenced and is usually drawn by the 
senior accountant directing the examination for the guidance of himself, of his 
assistants, of the person who edits the report, or of those who may make future 
audits of the same concern. 

The programme covers only the minimum of work to be done, and its fulfill- 
ment does not absolve the auditor of the duty of doing any further work that 
his observation shows to be necessary. 


EXAMINATION: 

Without some qualifying term this word has no definite accounting meaning 
beyond that given by the dictionary. It is used in accounting in conjunction 
with a statement of what has been examined. 


INVESTIGATION: 

An investigation, in the accounting sense, is a special examination of books 
and records, in the course of which the auditor selects and follows any lines of 
inquiry that seem to him most useful in obtaining the specific information that 
is the object of the investigation. Asa rule some parts of the audit are stressed 
and some passed more lightly; and reference may be made to records and 
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books other than those that are being investigated. The programme of work 
lies largely in the auditors’ discretion and is varied during the course of the work 
whenever matters are found needing inquiry. 

An examination made for the purpose of financing, frequently covering ac- 
counts extending over a period of years which may or may not have been 
previously audited, is commonly referred to as an investigation. 


INVESTIGATION—SPECIAL: 

The proper use of the word “investigation”’ in connection with accountancy 
implies some particular object to be gained, or particular result stated, and in- 
dicates something different from an audit; hence it is seldom, if ever, necessary 
to qualify it by the addition of “special” or any similar expression. 
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EDITED BY STEPHEN G. Rusk 


Taxpayers confronted by the possibility of additional taxes for past years are 
much relieved to find less technical evasiveness in the representatives of the 
bureau of internal revenue than was apparent formerly and to encounter a 
genuine spirit of codperation. It was not unusual for taxpayers in the past to 
go to Washington prepared to explain the questions raised by the bureau, only 
to find an entirely new set of questions propounded by a new representative 
who had just taken over their cases and needed information quite different from 
that required by the former questioner. 

Then there used to be the type of bureau employee who would take no 
responsibility but, after hearing the taxpayer, denied all his contentions for no 
apparent reason and thus passed the matter to a higher authority. The highly 
technical type of bureau employee whose ideas were based on an interpretation 
of the printed regulations quite out of harmony with the generally accepted 
interpretation was another who formerly made himself felt. 

It was quite interesting to note that a great many of them worded their 
objections to and denials of the taxpayer’s contentions in the same manner, 
somewhat as follows: 


“We have had nothing presented to us that would indicate the commis- 
pmo position to be erroneous and we, therefore, can not grant the relief 
esired. 


This formula was given so frequently without deviation that one taxpayer’s 
representative ventured to inquire what in the nature of evidence would be 
conclusive. He was duly impressed and awe-stricken with the rebuke of the 
official person, somewhat as follows: “‘ The commissioner can not prescribe the 
evidence that will be convincing—that is up to the taxpayer.” 

Recovering somewhat from his humiliation, the representative drew the 
attention of the official person to the fact that the evidence adduced at this 
hearing had been presented to the United States board of tax appeals in a case 
identical with the one before the conferee and had been considered by the 
board sufficient to assist it in reaching a decision. It was a useless gesture, 
however, for this particular conferee was not impressed by the board. 

The treasury department and the bureau of internal revenue have found that 
such obstructive methods do not facilitate the settling of cases, but result only 
in prolonging them and congesting every governmental agency having to do 
with the adjustment of income taxes. For years these agencies have been 
struggling with tax questions that should not have accumulated as they did, 
and ald not, had there been a little more intelligent codperation with 
taxpayers. 

It is different today. When a taxpayer takes up his question with a repre- 
sentative of the bureau now, in his own locality or in Washington, he soon finds 
that he is dealing with one to whom he can frankly and fearlessly present his 
point of view. He finds that his opponent is well informed upon the laws and 
the regulations and is not afraid to appraise a fact. He feels that his opponent 
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can be met on the contention at issue, and that he will not find one who takes a 
new position each time a former one proves to be untenable. 

An example of the kind of opposition a taxpayer formerly met may be found 
in the following actual experience: A taxpayer had deducted an amount of 
amortization he had sustained in the year 1918. In 1921, this taxpayer 
received a deficiency letter from the commissioner denying, among other things, 
the amortization deduction. Complying with the then rules for contending 
with the commissioner, the taxpayer had several conferences with the bureau 
conferees. Each time a new bureau representative had charge of his case, and 
each time there was a new set of conferees. At each hearing it developed that 
the commissioner required additional evidence not required at any of the others. 
After four or five trips to Washington and meeting with several sets of con- 
ferees, another conference was held at which an astute conferee discovered that 
in the original appeal and protest, the taxpayer had failed to include the re- 
quired paragraph setting forth that “the taxpayer did not make the protest and 
appeal with the intent of delaying or evading the assessment of the just amount 
of additional tax, if any, that should be determined.” 

The discussion stopped instantly and the taxpayer was informed that all his 
contentions were denied and the taxpayer would be assessed without further 
recourse. It mattered not that the taxpayer had shown his original return to 
have been justified. It was of no avail to draw the conferees’ attention to the 
fact that the points at issue had been considered and fairly well conceded at 
former meetings. The taxpayer’s representative went out of that meeting to 
the office of a higher authority and soon had his case reinstated. It is interest- 
ing and indicative of former methods to recall that the persuasive argument 
used by this higher authority was that a former letter to the taxpayer written 
by the bureau was not in accordance with the regulations governing such 
matters. The bureau had used the wrong form letter, in other words, and, 
therefore, this taxpayer’s case was saved, not because of its underlying merits, 
but because of a silly technicality. 

As a result of the new methods it is interesting to learn that the auditing of 
tax returns is almost “current,” and that the treasury department’s advisory 
committee has set itself to the task of relieving the congestion in the United 
States board of tax appeals and of adjusting, as far as possible, tax cases that 
would otherwise go to the board. 

The board has worked well and indefatigably, but decisions are long delayed 
because of congestion. After the board hears a case, the taxpayer frequently 
must wait over a year before he is apprised of the board’s decision. 

Some years ago it was thought that tax cases would decrease in number. If 
there is any decrease of protests and appeals it is not apparent to the bureau of 
internal revenue, nor has it been apparent to tax practitioners. 


SUMMARY OF RECENT RULINGS 


Interest is collectible under section 250 (b) act of 1921, on a late voluntary 
payment of additional tax made before the taxpayer’s original and amended 
returns were audited. (U. S. district court, S. D., New York, Union Pacific 
Railroad Company v. Frank Bowers, collector.) 

A corporation holding timber lands was engaged in doing business in the 
years of purchase and sale of lands but not in the year when the only business 
transactions were the receipt of payments on sale theretofore made and the 
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lending of such receipts to its stockholders. (U. S. district court, W. D., 
Washington, S. D.; Monroe Timber Company v. Burns Poe, collector.) 

Expenses disallowed by a revenue agent without giving reason for disallow- 
ance are deductible unless it is affirmatively shown what such expense is. 
(U. S. district court, S. D., West Virginia; Bankers Pocahontas Coal Company 
v. Albert B. White, collector.) 

The value of property transferred in trust in 1915, when the transfer was 
intended to take effect in possession and enjoyment at or after the donor’s 
death, should not be included in gross estate under sec. 402 (c) act of 1918. 
The enactment of the 1918 act did not create any affirmative duty to exercise 
or annul rights reserved upon creation of a trust, which otherwise is beyond 
the fect of the act. (U. 8 district court, S. D., Ohio; Edgar Stark, executor, 
v. U.S.A. 

A decedent was held to be a resident of the United States upon evidence of 
his announced intention of coming to the United States to become a resident, 
supported by his acts and conduct. (U.S. district court, Wyoming; Richard F. 
and Barbara Cooper v. Marshall S. Reynolds, collector.) 

The statute of limitations applicable to a suit to recover the penal sum of a 
bond, which was filed pending action on a claim for abatement of a tax, is that 
governing suit upon bonds of such character and not that governing suits for 
collection of tax. (U. S. district court, Wyoming; United States v. Onken 
Brothers, Inc., and Royal Indemnity Company.) 

The creator of a revocable trust, who was also one of the beneficiaries, was 
allowed to deduct a loss upon the sale of securities held by the trustees under 
the acts of 1918 and 1921, the creator of the trust at all times having retained 
control of the securities and directed and controlled their management. (U.S. 
district court, Connecticut; Henry Stoddard v. Robert O. Eaton, collector.) 

Mandamus was issued to compel the U. S. board of tax appeals to enter the 
findings of fact and decision of a division as that of the board in the case of a 
review by the entire board, where the taxpayer was given no opportunity to be 
heard and where there was no specific action by the chairman directing that 
this particular decision should be reviewed. (Supreme court of the District of 
Columbia; U. S. ex rel. James S. McCandless v. U. S. board of tax appeals.) 

The purchase price is the amount actually collected where a vendor of 
jewelry, sold under a conditional contract, charged off the uncollectible unpaid 
portion of certain sales, since in doing so he elected not to retake possession of 
the property, in accordance with his option under the sales contract, and the 
sale was then completed. (U. S. district court, S. D., California, S. D.; Slavick 
Jewelry Company v. John P. Carter, et al.) 

The government may recover by suit taxes erroneously refunded and is not 
estopped by the judgment in a former suit brought by the government against 
the defendant on the theory that it had failed to pay the tax refunded. (U.S. 
district court, Minnesota; fourth division; United States v. Standard Spring 
Manufacturing Company.) 

A return by a corporation in the year of its dissolution showing on its face a 
deficit, apparently resulting from the sale of its property in that year because of 
an excessive (in view of the facts known to the directors) valuation placed upon 
the property by the board of directors as the basis of determining gain or loss, 
and carrying a rider that the corporation had dissolved in that year, without 
information as to the sale of such assets, was held to be incorrect, misleadin 
and false. (U.S. district court, S. D., New York; United States v. Thomas F. 
Cole, et al.) 

Amounts paid by a citizens’ committee as an inducement to a public utility 
corporation to erect a cotton compress and warehouse in the community are not 
income to the recipient. (B. T. A. Dkt. 4378; Arkansas Compress Company.) 

A life tenant is not taxable on gain from the sale of the fee simple, when the 
gain accrued to the remainderman. (B. T. A. Dkts. 7963, 7964; Henrietta 
Bendheim, et al.) 

An account charged off in 1924 by a so-called correcting entry as of the close 
of 1920, when its worthlessness was alleged to have been ascertained, was dis- 
allowed as a bad debt deduction for 1920. (B.T.A. Dkt. 6511; Rochester Last 
Works, Inc.) 
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Distributions in liquidation of a corporation are taxable as dividends within 
the meaning of sec. 201, act of 1921, to the extent of the earnings and profits 
accumulated since February 28, 1913, contained therein. (B. T. A. Dkt. 929; 
Frank D. Darrow.) 

The value of goodwill was disallowed, under sec. 331, act of 1918, in comput- 
ing invested capital where the stockholders of the transferor corporation 
acquired more than 50% of the transferee’s stock, even though such acquisi- 
tion was necessitated by the regulations imposed during the war by the capital 
issues committee, a governmental agency. (B. T. A. Dkt. 7645; Stratton 
Grocery Company.) 

The right to receive royalties over a given term is depreciable property and a 
deduction for exhaustion was allowed to an estate, the income of which arose 
from royalty contracts. (B. T. A. Dkts. 8624 and 8625; Executors of Estate of 
Phillip M. Reynolds.) 

The commissioner is not precluded in view of the evidence from making, 
within the limitation period, a determination in respect to the tax liability of a 
taxpayer for certain periods considered by his predecessor, who had assessed 
additional taxes for such periods, there being no evidence that the true facts and 
circumstances, upon which he based his determination were before his pred- 
ecessor. (B. T. A. Dkt. 5522; Younker Bros., Inc.) 

Invested capital for 1919 should not be reduced by a portion of dividends 
paid in 1919 claimed to be in excess of available current earnings at the time of 
payment. (B. T. A. Dkt. 9494; Nashua and Lowell Ratlroad Corporation.) 

nventories of a corporation selling women’s ready-to-wear apparel at retail 
were approved, where based on retail sale value or cost, whichever was lower, 
since there was no replacement market price for most of the merchandise, 
reorders could not be made, the method was generally used by the trade and 
conformed to the best accounting practice of the trade, and was consistently 
used by the taxpayer for all business purposes. (B. T. A. Dkt. 4601; The 
Women's Apparel ola and The Weakly Coat and Suit Company.) 

A corporation return for the fiscal year 1920 on form 1120 (a) completely 
filled in except for the computation of the tax, which was returned to the tax- 
payer by the collector, started the running of the statute of limitations, 
although form 1120 stamped as filed on time was filed later. An assessment 
made after five years from the filing of the first return is barred by the statute of 
limitations. (B. T. A. Dkt. 11584; Conrad Hardware Company.) 

Personal-service classification was granted a corporation engaged in the 
photo-engraving business from 1919 to 1921, since photo-engraving is an art 
rather than a commodity, the income of the corporation was ascribable pri- 
marily to the activities of the two chief stockholders, skilled engravers, em- 
ploying assistants who were skilled engravers; capital invested in materials and 
equipment used in rendering service purchased by customers was not a material 
income-producing factor, and the corporation was not trading as a principal 
within the meaning of the act. (B. T. A. Dkt. 66041; Cocks-Clark Engraving 
Compuny.) 

Inventories on basis of cost or market, whichever was lower, from which the 
average cash discount allowed by manufacturers was deducted, consistently 
followed, were allowed in computing taxable income, the effect being to allow 
cash discount as a deduction when the goods are sold and not when payment is 
made. (B. T. A. Dkt. 4691; Higgenbotham-Bailey-Logan Company.) 


TREASURY DECISIONS 
(T. D. 4090, September 21, 1927) 
Capital-stock tax—Revenue act of 1924—Decision of court 


CompaANY—DOING BusINEss. 

A corporation, organized to hold for profitable sale the assets of a 
deceased person, to invest funds and to liquidate the assets whenever 
that could be done advantageously, and which pursues the purposes 
for which organized, even though not actively engaged in business in 
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the ordinary sense, is subject to the capital-stock tax imposed by sec- 
tion 700 of the revenue act of 1924. 

The following decision of the United States district court, district of Minne- 
sota, third division, in the case of Conhaim Holding Co., a corporation, v. Levi 
M. Willcuts, collector of internal revenue, is published for the information of 
internal-revenue officers and others concerned. 


UNITED StaTEs District Court, OF MINNESOTA, THIRD DIVISION 


Conhaim Holding Co., a corporation, plaintiff, v. Levi M. Willcuts, collector o 
internal revenue, defendant y 


(August 10, 1927) 


This cause came on to be tried before the court on the 14th day of April, 
1927, in the city of St. Paul, Minnesota. Benjamin H. Flesher, of Minneapolis, 
Minnesota, appeared for the plaintiff, and Leland W. Scott, assistant United 
States attorney, and Ralph S. Scott, special assistant United States attorney, 
for the defendant. 

In December, 1920, the plaintiff, Conhaim Holding Co., was incorporated 
under the laws of Minnesota. Its main object was to hold and conserve the 
assets belonging to the estate of Louis Conhaim, deceased, to liquidate them 
when that co: ** be done advantageously, and to distribute their avails among 
the stockhold» 3of the corporation. The estate consisted of stocks, leaseholds, 
timberland an« life-insurance renewal commissions. The corporation has main- 
tained an office, but has no employees. It has never dealt in securities. It 
has never sold the timberland because no opportunity has arisen to sell it. No 
income is received from it. The secretary of the corporation receives a salary 
of $100 a year for his services and is an auditor and accountant. The income 
of the corporation consists of dividends upon the stocks, renewal commissions 
upon life insurance written by Louis Conhaim in his lifetime, and rentals from 
the leaseholds. Numerous loans have been made by the corporation to its 
stockholders, who—with the exception of a son-in-law and the secretary, who 
hold qualifying shares—are the heirs of Louis Conhaim. One loan was made 
to the American Security Co. at the request of the son-in-law. The loans were 
apparently made for the accommodation and benefit of the stockholders, but 
interest was paid and collected. In some cases, the company has loaned its 
credit to the stockholders, and in other cases, when in funds, has permitted 
them to have the use of funds, paying the current rate of interest therefor. No 
distribution of assets or income feo bean made, and the carrying charges of the 
property require most of the income. 

he revenue act of 1924, section 700 (a) (1), provides that “every domestic 
corporation shall pay annually a special excise tax with respect to carrying on 
or doin business, equivalent to $1 for each $1,000 of so much of the fair average 
value of its capital stock for the preceding year ending June 30, as is in excess 
of $5,000.” the plaintiff paid this excise tax for 1921, 1922 and 1923, amount- 
ing in all to $156, and then decided that it was not doing business within the 
meaning of the revenue act, and has brought this suit to recover what it has 
paid to the government. 

The question is whether the corporation was required to pay the tax. 

The powers of the corporation, as enumerated in its articles, are as follows: 
. . . to hold, own, acquire, use, manage, develop, improve, lease, buy, sell, 
transfer, convey, deal in, encumber, pledge, mortgage, assign, exchange and 
otherwise dispose of any and all kinds of property, real, personal and mixed, 
and wheresoever situated, including lands, and any interest therein, chattels, 
bonds, stocks and other securities and evidences of indebtedness, whether 
corporate or not; loan and borrow money, either with or without security, but 
not to engage in a banking business; to purchase or otherwise acquire, hold and 
reissue, subject to the provisions of law, the shares of its own capital stock; to 
acquire, undertake, carry on and dispose of all or any part of the business, 
assets, liabilities and securities of any person, partnership, association or cor- 
poration, and to become surety or guarantor for the debts and obligations of 
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the same, and to do any and all things essential, necessary or convenient or 
advisable in the conduct of such business. 

* It has been held that, in determining whether a corporation is obliged to pay 
the tax, the question is what the corporation is doing, and not what it could do. 
(United States v. Emery, Bird, Thayer Realty Co., 237 U.S. 28, 32.) 

In Von Baumbach v. Sargent Land Co. (242 U. S. 503, 516) the supreme 
court said: 

“It is evident, from what this court has said in dealing with the former cases, 
that the decision in each instance must depend upon the particular facts before 
the court. The fair test to be derived from a consideration of all of them is 
between a corporation which has reduced its activities to the owning and hold- 
ing of property and the distribution of its avails and doing only the acts neces- 
sary to continue that status, and one which is still active and is maintaining its 
organization for the purpose of continued efforts in the pursuit of profit and 
gain and such activities as are essential to those purposes. 

In the case of Flint v. Stone-Tracy Co. (220 U.S. 107, 171) the court said: 

“Business” is a very comprehensive term and embraces everything about 
which a person can beemployed. (Black's Law Dictionary, 158, citing People 
v. Commissioners of Taxes, 23 N. Y. 242, 244.) “‘That which occupies the 
time, attention, and labor of men for the purpose of a livelihood or profit.” 
(Bouvier’s Law Dictionary, Vol. I, p. 273.) 

In Zonne v. Minneapolis Syndicate (220 U.S. 187) it was held that a corpora- 
tion, the sole purpose of which was to hold title to a single parcel of real estate 
subject to a long lease and, for the convenience of the stockholders, to receive 
“a distribute the rentals arising from the lease and proceeds of disposition of 
the land, and which had disqualified itself from doing any other business, was 
not a corporation doing business within the meaning of the corporation-tax pro- 
aoe of the act of August 5, 1909 (ch. 6, 36 Stat. 11, 112), and was not subject 
to the tax. 

In the case of Nunnally Inv. Co. v. Rose (D. C.), (14 Fed. (2d) 189) it ap- 
peared that the company, prior to June 30, 1921, had been doing business in a 
sense which required it to pay the tax. After that date, it intended to do no 
business which would render it liable tothe tax. It had no separate office, and 
kept its books in the office of another corporation, whose officers were also 
officers of the investment company. There were but four stockholders, all be- 
longing tothe same family. The investment company held the proceeds of the 
sale of its corporate assets to the Nunnally Co. of Delaware. On July 1, 1921, 
the investment company’s property consisted of a large amount of stocks, bonds 
and cash. It had loaned some money to employees and to its stockholders for 
their accommodation. It collected income on the stocks and bonds held by it, 
and declared dividends. The court concluded that it was not doing business 
within the meaning of the act. 

The Nunnally case seems to be almost identical with this one, since the 
making of the one loan tothe American Security Co., which wasnot astockholder 
and apparently not interested in the estate of Louis Conhaim, would scarcely be 
enough to distinguish it; but there is in my mind considerable doubt as to the 
correctness of that decision. 

In Edwards v. Chile Copper Co. (270 U. S. 452, 455) Mr. Justice Holmes said 
of the corporation there involved: 

It was organized for profit and was doing what it principally was organized 
to do in order to realize profit. The cases must be exceptional, when such 
activities of such corporations do not amount to doing business in the sense of 
the statutes. The exemption “when not engaged in business” ordinarily would 
seem pretty nearly equivalent to when not pursuing the ends for which the cor- 
poration was organized, in the cases where the end is profit. 

It is true that the Conhaim Holding Co. was not engaged actively in business, 
but its purpose was to hold the assets of the estate until they could be disposed 
of advantageously and profitably, and then to distribute the avails. In the 
meantime it was to handle the stocks, leaseholds, lands and other assets in 
such a way as would be to the best advantage of the corporation and those inter- 
ested in it and so as to produce the largest amount for ultimate distribution, 
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and that is what has been done. No distribution has been made because the 
time has not been reached when that can be done profitably. 

To my mind, the question is a very close one, and my first impression was that 
the company was not subject to the tax and should not have paid it; but I can 
not escape the conclusion that the company is something more than a mere 
intermediary or agency for the stockholders. They chose the advantages of 
corporate organization as the best solution of the problem with which they 
were confronted, and the best and most profitable means of disposing of the 
assets of Louis Conhaim and their ultimate distribution. Concededly the 
corporation was organized to get a better price for these assets than was obtain- 
able when it was organized, and the stockholders are receiving and will receive 
whatever gains may accrue by reason of its corporate activities in connection 
with the holding of the eet for a better price and the investment of the 
funds in the meantime. While it has these assets, it does and must necessarily 
do what any other corporation would do which owned such property and was 
holding it for sale at a profit. 

In Flint v. Stone-Tracy Co., supra, it was held that the tax is upon the doing 
of business with the <a which inhere in the peculiarities of corporate 
or joint-stock organization of the character described in the act. (See also 
McCoach v. Minehill & S. H. R. Co., 228 U. S. 295; Maxwell v. Abrast Realty 
Co., 218 Fed. 457; Wilkes-Barre & W. V. Traction Co. v. Davis, 214 Fed. 511; 
Cambria Steel Co. v. McCoach, 225 Fed. 278; Lewellyn v. Pittsburgh, etc., R. 
Co., 222 Fed. 177; Miller v. Snake River Valley R. Co., 223 Fed. 946; New 
York Central & H. R. R. Co. v. Gill, 219 Fed. 184; Waterbury Gas Light Co. v. 
Walsh, 228 Fed. 54; State Line & S. R. Co. v. Davis, 228 Fed. 246; Public Service 
Ry. Co. v. Herold, 229 Fed. 902.) 

Finding the facts to be as hereinbefore stated, I reach the conclusion that the 
defendant is entitled to judgment that the plaintiff take nothing herein and that 
its complaint be dismissed, and for costs and disbursements as provided by law. 

Let judgment be entered accordingly. 
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CONSOLIDATED GOODWILL IN RELATION TO MINORITY INTEREST 


Several times recently this department has been asked questions which 
involve a point in the preparation of consolidated balance-sheets which may be 
put as follows: 

If a holding company pays more than book value for a controlling interest in 
a subsidiary, an element of goodwill is int: oc uced into the consolidated balance- 
sheet; this goodwill is a part of the net assets offsetting the holding company’s 
net worth, or the equity of the controlling interest; should not a pro rata amount 
of goodwill be added to the minority interest? 

The point at issue can be made clearer by an illustration. Company A has 
the following balance-sheet at December 31, 1926. 


COMPANY 
Balance-sheet, December 31, 1926 


Copel 100,000 

$200,000 $200,000 


This company, on December 31, 1926, purchases for $72,000 ninety per 
cent. of the stock of company B, whereupon its balance-sheet becomes: 


COMPANY ‘‘A”’ 
Balance-sheet, December 31, 1926 


25,000 

$200,000 $200,000 


The subsidiary’s balance-sheet, at the date of acquisition of 90 per cent. of 
its stock by company A, follows: 


COMPANY ‘‘B”’ 
Balance-sheet, December 31, 1926 


Capital stock... ........ 50,000 

20,000 

$85,000 $85,000 
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The consolidated working papers and balance-sheet, prepared in accordance 
with the procedure usually regarded as correct, are as follows: 


CONSOLIDATED WORKING PAPERS 
Inter-Co. Consolidated 


elimina- balance- 
Assets Company A Company B tions sheet 
Investment in Company B $72,000 
Eliminate book value at 
acquisition: 
Capital stock......... $45,000 
Surplus 90% of $20,000. 18,000 
$19,000 
ee 128,000 $85,000 213,000 
$200,000 $85,000 $63,000 $222,000 
Liabilities 
$75,000 $15,000 $90,000 
Capital stock: 
err 100,000 100,000 
Company B.......... 50,000 $45,000 5,000 
Surplus 
eee 25,000 25,000 
EE 20,000 18,000 2,000 


$200,000 $85,000 $63,000 $222,000 


COMPANY ‘“‘A”’ AND SUBSIDIARY 
Consolidated balance-sheet, December 31, 1926 


Assets Liabilities 
Capital stock........... 100,000 
25,000 
$222,000 $222,000 


But, we are asked, if the ninety per cent. of company B stock owned by 
company A has a goodwill of $9,000, does not the ten per cent. of this stock 
owned by outside stockholders have a corresponding goodwill of $1,000; and if 
so, should not the total goodwill of $10,000 be set up in the consolidated bal- 
ance-sheet, with an addition of $1,000 to the minority interest? This treat- 
ment would result in the following consolidated balance-sheet: 

COMPANY “‘A’’ AND SUBSIDIARY 


Consolidated balance-sheet, December 31, 1926 


Assets Liabilities 
213,000 Minority interest....... 8,000 
25,000 
$223,000 $223,000 
— 
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While this balance-sheet appears to be based upon a logical premise, this 
department doubts whether the logic will bear analysis. 

In the first place, we do not think that, merely because ninety per cent. of 
the stock has a goodwill value of $9,000, it necessarily follows that the remain- 
ing ten per cent. of the stock has a goodwill value of $1,000. The goodwill of 
$9,000 attaches to the stock because it was purchased at a price of $9,000 in 
excess of the book value of the proportionate interest in the net assets which it 
represents. It does not follow that the remaining stock would or could be 
purchased at the same price. Instances could be cited to illustrate the squeeze 
which a small minority interest is able to apply to a controlling interest which 
finds it necessary or expedient to acquire all the stock of a subsidiary. On the 
other hand, the holding company may regard it as advisable, for the purposes 
of finance or the maintenance of a favorable public opinion, to allow a consider- 
able proportion of the subsidiary stock to remain in the possession of a minority 
interest. 

Moreover, acquisition of a mere control in some essential unit may be so 
imperatively desirabie that an excessive price for a controlling interest may be 
justified; but such a price would not be justified in the acquisition of any stock 
in excess of that which is essential to maintain control. The further fact 
should not be overlooked that after control of a highly profitable company has 
been obtained by the payment of a high price for its stock, manipulation is 
possible whereby the profits are made to arise in some other unit of the con- 
solidation, with a consequent decline in the market value of the outstanding, 
minority-held subsidiary stock. 

It seems fairly obvious, therefore, that one share of minority-owned stock 
does not necessarily carry one-ninth as much goodwill as nine shares of holding- 
company-owned stock. But even if it did, it does not appear to this depart- 
ment to be good accounting to give any recognition in the consolidated baiance- 
sheet to such goodwill as is applicable to the minority holdings. Certain 
principles governing the goodwill account are generally recognized in theory, 
although they are probably as generally violated in the abuse of the goodwill 
account. One of these principles is that goodwill should not appear in the 
balance-sheet unless it has been paid for. In logical correlation with this 
principle are the following: the amount appearing in a balance-sheet as good- 
will should be the amount paid for it, which may be more or less than the real 
value of the goodwill at the date of the balance-sheet; and goodwill should not 
be established in the accounts or balance-sheet by an offsetting increment to the 
surplus. 

If we apply these principles to test the propriety of including in the con- 
solidated balance-sheet the goodwill applicable to the controlled stock, we find 
that none of them is violated. The $9,000 goodwill appearing in the first con- 
solidated balance-sheet was purchased, as the holding company by the pay- 
ment of $72,000 acquired an equity of $63,000, or ninety per cent. of $70,000, 
in the net assets on the books of company B, and the excess of $9,000 is recog- 
nized as a payment for an intangible generally recognized as suitably termed 
goodwill. Moreover, company A’s surplus, as appearing in its own balance- 
sheet and in the consolidated balance-sheet, was not affected by the appearance 
of this goodwill, as the charge to goodwill was offset by a credit to cash or other 
assets. 
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However, if the goodwill is increased from $9,000 to $10,000, and the minor- 
ity interest from $7,000 to $8,000, all of the above stated principles are violated. 
The additional $1,000 of goodwill has not been purchased; hence the $1,000 can 
not be its purchase price, but is merely an estimate, probably inaccurate, of its 
value; and finally its appearance in the consolidated balance-sheet involves an 
unrealized inflation of surplus, as evidenced by the following analysis of the 
resulting $8,000 minority interest: 

Minority interest in company B: 


$5,000 
Surplus: ‘ 
Created by offsetting addition to goodwill........... 1,000 3,000 


A good rule should work both ways; but, even if a holding company in 
preparing its consolidated balance-sheet might be willing to make the gracious 
gesture of showing the minority interest in the subsidiary at an amount exceed- 
ing the value reflected by the books of the subsidiary in which the minority 
holds its interest and perhaps also in excess of the amount which the holding 
company might desire or be obliged to pay for the stock, it is doubtful whether 
the holding company would care to make the ungracious gesture of showing the 
minority interest at an amount less than the book value thereof. 

If we assume that the holding company, in the preceding illustration, had 
purchased the stock for $54,000 instead of $72,000, there would be a negative 
goodwill of $9,000. If the minority holdings of stock are regarded as subject to 
a similar negative value, the minority interest will be shown in the consolidated 
balance-sheet at $6,000, although the subsidiary’s books show that the minority 
stock has a value of $7,000. Reducing the minority interest by $1,000 would 
logically involve a corresponding addition to the holding company’s surplus or 
deduction from consolidated goodwill, neither of which appears to be justified. 


SINKING-FUND PAYMENTS 


This department has been asked by M. E. Levy, Detroit, Michigan, to 
prepare a solution for the following: 

“On January 1, 1927, a corporation floats a 5 per cent. bond issue for 
$100,000. The agreement states that a sinking fund is to be established to 
which equal annual payments are to be made for 15 years starting December 
31, 1927. The sinking fund must be sufficient to meet principal and interest 
payments. The bonds are to be retired, $10,000 per annum plus interest to 
date, starting December 31, 1932.” 

No sinking-fund interest rate was given by Mr. Levy, and in the following 
solution we have assumed a rate of 4 per cent. 
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DISTRIBUTION OF EARNINGS 


The following solution to problem No. 4, part II, of the examination in ac- 
counting theory and practice given by the American Institute of Accountants, 
November 19, 1926, was submitted by D. F. Peery and is published as a matter 
of interest: 

“The problem states that a statement setting forth the amounts paid to the 
board of directors and to the two separate classes of stockholders should be pre- 
pared. It also states that the accountant obtains the amount of net profits 
after depreciation and reserves, but before provision for directors’ salaries, com- 
missions and bonus. This leads to the conclusion that the investigation was 
limited to the inspection of the minutes and to the ascertaining of the profit and 
loss as shown by operating statements prepared by the company, inasmuch as 
if the books had been available he could have determined the distribution with- 
out question. Further proof that the operating ledgers were not available is 
that the income and excess-profits taxes of the company should have been com- 
puted and paid before the investigation was started, and the tax having been 
computed, the amountsof commission and bonus must have been computed and 
known, as they are both deductible for the purpose of income tax, and certainly 
the amounts shown in the problem are not the amounts carried forward in the 
profit-and-loss account. 

“Therefore, inasmuch as the investigation was limited, and despite the fact 
that the problem provides that the amounts paid shall be computed, the ac- 
countant is unable to certify to the amounts so paid. His efforts are limited to 
the extent of ascertaining what, according to his interpretation of the minutes, 
should have been paid, and his report should be so qualified. 

“In this solution the profit-and-loss figures are stated to be after reserves and 
depreciation, and inasmuch as the accountant’s examination was limited, it 
must be assumed that the accounting procedure, up to the point of computing 
the profit-and-loss figures shown, was correct. 

“The situation may be summed up as follows: 


Profit as shown is before deduction for salaries................. $250,000 
Salaries must be deducted before commission can be computed... 60,000 
Difference is available for commissions.................... $190,000 
Commissions must be computed and deducted from the above 


“Inasmuch as no amount available for distribution of dividends may be 
arrived at until all charges including federal taxes have been provided for, the 
$183,000 is split up between bonus, excess-profits tax, income tax and amount 
available for dividends. Bonus is an allowable deduction for both income and 
excess-profits tax and excess-profits tax is an allowable deduction for income 
tax. This makes necessary a rather extended computation, the results of which 
are shown on an accompanying exhibit. 

“The above procedure is similar for all years, except that the year 1921 is the 
only one in which excess-profits taxes were assessed. 
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“In order to figure excess-profits taxes one must know the invested capital. 
It has been assumed that the company had a surplus of $225,000, which to- 
gether with the capital stock of $1,200,000 makes an invested capital of 
$1,425,000. 

‘‘ Due to the fact that the problem invites no opinions, no comments concern- 
ing the accountant’s opinions are made with reference to whether the amounts 
allowed directors was excessive or whether it was necessary or desirable for the 
company to declare further dividends on common stock. It is deemed sufficient, 
as near as possible, to place facts before the client and allow him to draw his 
own conclusions. 

“‘In view of the fact that undoubtedly the report will be used as a basis of 
a discussion between the trustee and the directors, it is important that the 
accountant refrain from placing himself in the position of taking sides with 
either party. 

“Mr. B, Trustee, 
“Estate of A, Deceased, 
“Dear Sir: 

‘In accordance with your instructions, we have made an investigation of the 
affairs of company ‘X’ for the purpose of ascertaining the distribution of the 
earnings made by that company for the years 1921 to 1925, both inclusive. 

“The net profit for the five-year period as shown by the books, without our 
verification by audit, and the distribution thereof according to our interpreta- 
tion of the minutes of the stockholders’ meetings is shown in the following 


summary: 

34,700.00 

$101,743.00 

Excess-profits tax.............. 11,650.10 113,393.10 

Dividends on preferred stock . ... 300,000 . 00 

Dividends on common stock..... 100,000.00 886,988.42 
Capital retained in business ... $339,011.58 


“Further details of the distribution may be found in the following described 
exhibits: 
Exhibit “‘A’’—Analysis of distribution of profit by years 
‘““_“C"'—Summary of amounts paid directors by years 
‘“*B’’—Computation of taxes and bonus by years 
“Respectfully submitted, 
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Exhibit B”’ 
Summary of amounts paid directors 
1921 1922 1923 1924 1925 Total 
Salaries. ........ $60,000.00 $60,000.00 $60,000.00 $60,000.00 $60,000.00 $300,000.00 


Commissions... . 7,000.00 5,250.00 6,750.00 10,200.00 5,500.00 34,700.00 
7,749.48 6,592.76 7,847.48 9,940.88 6,764.72 38,895.32 


2 eer $74,749.48 $71,842.76 $74,597.48 $80,140.88 $72,264.72 $373,595.32 
SS 


COMPANY 
Exhibit 
Computation of bonus and taxes, year 1921 
Note:—This being the year in which excess-profits taxes were assessed, 
the following computation has been made: 


Surplus—January 1, 1921 (assumed).............. 225,000.00 
$114,000.00 
Total exempt from excess-profitstax............ $117,000.00 
Bonus: 
Profit and loss before bonus and taxes.......... $183,000.00 $183,000.00 
Deduct: 
$154,989.85 
@ 5% $7,749.48 
Excess-profits tax: 
Profit and loss before bonus and taxes.......... $183,000.00 
$175,250.52 
$58,250.52 
@ 20% 11,650.10 
Income tax: 
Profit and loss before bonus and taxes.......... $183,000.00 
Deduct: 
Bucess-profite tax. 11,650.10 19,399.58 
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Brought forward $163,600.42 
@ 10% $16,360.05 
Profit and loss after bonus and taxes... .. $147,240.37 
1922 1923 1924 1925 
Bonus: 

Profit and loss before bonus and 
DeG@act: tax (below) ............... 17,894.66 21,300.31 26,982 .39 19,205.59 
$131,855.34 $156,949.69 $198,817.61 $135,294.41 
$6,592.76 $7,847.48 $9,940.88 $6,764.72 

Income tax: 

Profit and loss before bonus and 
Deduct: bonus (above)............ 6,592.76 7,847.48 9,940.88 6,764.72 


$143,157.24 $170,402.52 $215,859.12 $147,735.28 


Income tax @ 12%% (1925 @ 13%) 
_ $17,894.66 $21,300.31 $26,982.39 $19,205.59 
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HOTEL ADMINISTRATION—ACCOUNTS AND CONTROL, by DantEL 
J. O’Brien and B. CoucuMan. McGraw Hill Book Co., 
Inc., New York. 379 pages. 


The authors of Hotel Administration—Accounts and Control have undertaken 
a large task in attempting to analyze the functions and activities and describe 
the operations of one of the largest of our industries. The necessity of keeping 
such a treatise within reasonable limits without sacrificing important material, 
adds to the difficulty of the task. In this book the authors have accomplished 
these ends with no small measure of success and have made a useful contribu- 
tion to the literature in this field. 

The book is intended to serve, in particular, three classes of readers: as a 
textbook for the training of accountants in hotel operation, as a guide to hotel 
managers in methods that have proven successful in many of the larger hotels 
and as an aid to the public accountant in auditing hotel records. 

Recognizing that an understanding of the practical operations which result 
in the production of revenue and the incurring of expense is necessary to a 
proper grasp of the accounting system, the authors present a comprehensive 
picture of the physical plant and functional organization of the typical modern 
hotel establishment. The numerous classes of activities are defined. The 
accounting forms used to record them are described and fully illustrated by 
facsimiles of those used in actual practice, and the procedure necessary to bring 
these records together into the general books of account is clearly traced. The 
daily operating statements and the monthly balance-sheet and profit-and-loss 
statements, with supporting schedules, are presented in detail and the method 
of their preparation is carefully set forth. 

The viewpoint is not limited to a single type of hotel, but embraces the large 
establishment which combines many different lines of business in its activities, 
as well as the small hotel doing only a transient room-service trade, and a 
separate discussion covers the special activities of clubs. 

While the forms and procedures described in the text are generally those in 
use in the largest hotels, the authors have kept consistently in mind the prac- 
tical needs of smaller institutions and have indicated alternative methods 
adaptable to organizations less highly departmentalized. 

The authors have presented a very comprehensive description of the various 
processes of hotel accounting, but it may be considered that more space has 
been given to elemental explanation than is strictly required in a specialized 
treatise. 

The pro forma financial statements included indicate a fairly close parallel 
to the Uniform System of Accounts for Hotels recently prescribed by the Hotel 
Association of New York City. However, in presenting suggested statistical 
statements the authors frankly venture on more debatable grounds. They 
include expenses in their statement of room cost which are of doubtful appli- 
cability. 


471 


The Journal of Accountancy 


The importance of safeguarding revenue and reducing expense to a minimum 
is emphasized throughout the book. Many possible causes of leakage and loss 
are pointed out in the discussion of the various activities and remedial measures 
are suggested. These measures are based on proper accounting controls and 
constitute an argument to the hotel manager for the adoption of an adequate 
accounting system. 

Much of the material contained in the volume will be found helpful to the 
public accountant who may be called upon to undertake hotel audits, but of 
particular value is the chapter on “ Audit schedule”’, in which special phases 
peculiar to hotel accounting are discussed and a programme of audit outlined. 

An important element in determining the practical utility of a publication 
of this character is its typography. The book is inviting in this respect and 
comparatively free from typographical errors, although among the few that 
have been noted in its perusal, there is one that is likely to mislead. This is in 
the presentation, on page 245, of the formula for determining the factor to be 
applied in the fixed percentage method of depreciation. The text indicates 
that N is to be multiplied by the square root of V’ over V, whereas the correct 
formula involves extracting the Nth root. 

The authors have succeeded in presenting a technical treatise in a readable 
form and the result has been to give to current accounting literature another 
valuable book showing the proper application of accounting principles to a 
particular industry. 

F. H. HurpMAn. 


COST ACCOUNTS, by L. WaitteN Hawkins. Gee & Co., London. 103 pages. 


In Cost Accounts the author has directed his efforts to explaining the ad- 
vantages to be obtained in the ascertainment of “job costs’’ for manufacturing 
and contracting concerns. 

This is an English work consisting of 103 pages, divided into two parts. 
The first part deals with the elements entering into the costs, viz., material, 
labor and overhead charges. Each element has been carefully considered 
with regard to the accounting technique necessary for effective control, first in 
the cost books and in turn in the general books. The author has prepared a 
splendid graphic chart showing the relationship between the cost accounts and 
the general accounts. A study of this chart shows that, while the cost accounts 
are coupled with the corresponding general accounts, both ledgers are self- 
contained and deal with the same figures, but from a different point of view. 

The system outlined differs from most published works on cost finding in 
that the method employed in bringing the cost accounts into agreement with 
the financial accounts is based upon a codrdinating rather than an interlocking 
system. The author accomplishes this by setting up two pairs of nominal 
income and expense accounts: one pair in the cost ledger, the other in the 
general ledger. In the cost books these nominal accounts are reversed and 
become what are sometimes termed “applied accounts” (credits), the charge 
being made to the respective job accounts, and the sales (completed contracts 
or sales from stock) appear as a debit. In order to prove the accuracy of the 
results of all jobs dealt with, a manufacturing account is raised, into which the 
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nominal accounts are closed, and from which, after giving consideration to 
inventories, manufacturing profits are determined. After closing the cost 
ledger the remaining open accounts represent inventories (raw material, work 
in progress, finished goods). The results shown by the manufacturing account 
should be compared with that portion of the trading account in the general 
ledger which relates to manufacture, viz., prime cost and oncost, or materials, 
labor and manufacturing expenses. 

At this point it will be observed that by divorcing the cost accounts from the 
general accounts the clarity of the latter is not distorted, as is too often the 
case with cost installations which are based on the interlocking principle, and 
that the preparation of balance-sheets, operating and profit-and-loss state- 
ments is greatly simplified, when consideration is given to the highly involved 
analysis necessary where interlocking features form a part of the accounting 
mechanism. This applies either to the work involved in auditing for a period, 
or to the development of comparative figures by the general office. Further- 
more, the cost accounts, in so far as regards utility to management by way of 
furnishing manufacturing statistics, cost data, etc., are not in the least impaired, 
but rather improved because of the flexibility obtained by the separate balanc- 
ing of the ledgers. 

The author’s method of charging materials to their respective jobs, classi- 
fication and allocation of labor, and calculation, application and distribution of 
burden is a matter of common practice in our own country in the lines of 
manufacture to which this type of costing is applicable. 

Another noteworthy feature is the advocacy of predetermined or standard 
rates to be compared periodically with the actuals as developed. This is used 
as regards burden only, and in some cases might be applied to the direct labor. 

In view of the above, the reviewer looked for an “idle time’ provision in 
order that the actual burden developed by periods would be on the basis of the 
percentage of the plant and equipment in operation. Without this provision, 
the burden costs would fluctuate in proportion to the increase or decrease of 
production. He also considered the possible effect the basis as outlined (with- 
out idle-time provision) might have upon inventories appearing in the balance- 
sheet. Noapparent provision was made either for idle time or for development 
of burden or oncost, by processes or by lines of manufacture, where one line 
might pass through a regular procedure, as against another line which might 
follow an entirely different manufacturing routine. Doubtless the author 
would take care of this in the case of an installation, since usually each cost 
system must be considered as an isolated problem. 

The second part of the book is a detailed explanation of certain sections 
included in the first part. The author in addition deals briefly with single cost, 
process costs and the determination of loss in process through shrinkage, etc. 

A specially outlined and unique illustration appears in the appendix setting 
forth the forms, ledger accounts and journal entries, which should be very 
helpful to anyone interested in the study of cost accounting. 

The principles of development and control between the general ledger and 
the cost ledger are remarkably well described and illustrated, and it is the 
reviewer's opinion that this book can be used to practical advantage in out- 
lining cost systems for many kinds of business. 

W. A. MusGRAVE, 
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PROBLEMS IN BANKING, MONEY AND CREDIT, by Joun M. Cuap- 
MAN and Ray B. WESTERFIELD. The Ronald Press Co., New York. 


757 pages. 


Problems in Banking, Money and Credit has been arranged for university and 
college courses in banking, money, credit and a wide range of related subjects. 
It contains a collection of problems which the student is expected to answer 
through research in the list of material for study listed at the end of the book, 
such as government reports, statistical services and books on economics. A 
large part of this work is devoted to the various functions of banks, a history 
of banking in the United States and foreign banking systems. 

It is believed that this book by Professors Chapman and Westerfield, who 
are authorities on the subject of banking, money and credit, will prove of real 
value to students, as well as instructors, or to anyone interested enough to do 
the collateral reading required to answer the problems propounded. For the 
layman unable to devote the tims to research, it is hoped the authors may be 
persuaded to prepare a second vc'ume containing their solutions of the prob- 
lems presented in this book. 

F. H. HurpMan. 


C. P. A. REVIEW, by CLeEm W. Cotuins. John Wiley & Sons, New York. 
490 pages. 


Candidates for accountancy examinations can not plead ignorance of formal 
test questions as an excuse for nervousness in examinations. Several bound 
volumes of questions set in examinations during the past ten years are now 
available, skilfully arranged by subjects, indexed and accompanied by bib- 
liographies, so as to be of much value to students. 

C. P. A. Review is one of the newest books of this type. Its author intends 
it for the use of fourth-year students in accounting, whose theoretical and 
technical equipment are presumably fairly complete. 

The solution of past examination questions may be considered a tedious 
method of preparation, but the very compilation of a book of this kind by the 
head of the accounting department of a prominent university is evidence that 
the method is believed efficacious. Indeed, it is difficult to see how an intelli- 
gent student, who conscientiously applied his theoretical knowledge to a suc- 
cession of these problems under each topical classification, with reference to 
appended bibliographies in cases of doubt, could fail to benefit. 

Mr. Collins’ book includes all the Institute examination questions from 
June, 1917, to November, 1925, and many other questions from examinations 
composed by various state boards of accountancy and from other sources. 

A competent index, adequate bibliographies, keys to references and to 
authors quoted, and a foreword on ‘“‘ How to approach an examination,” help 
to make the book valuable to those for whom it is designed. 
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Current Literature 
Compiled in the Library of the American Institute of Accountants 


[Photostatic reproductions (white printing on a black background) of 
most of the articles listed in THe JOURNAL OF ACCOUNTANCY or Accountants’ 
Index may be obtained from the library of the American Institute of Account- 
ants, 135 Cedar Street, New York, at a rate of 25 cents a page (8% in. x 11 in.) 
at 35 cents a page (11% in. x 14 in.) plus postage. Members and Associates 
of the American Institute of Accountants are entitled to a discount of 20 per 
cent. Identify the article by author, title, name of periodical in which it 
a date of publication and paging. Payment must accompany all 
orders. 


ACCOUNTANTS 
Duties and Responsibilities 
and Today. HASKINS AND SELLs BULLETIN, November, 
, p. 81-84. 
Dunbar, Alex. What the Business World Expects of the Accountant. PitTs- 
BURGH ACCOUNTANT, November 1, 1927, p. 1-6. 


Indemnity 
Accountants’ Indemnity Insurance. QUEENSLAND ACCOUNTANTS AND SECRE- 
TARIES’ JOURNAL, June 1, 1927, p. 84-5. 


ACCOUNTING 


Tinen, John V. Advanced Accounting. New York, Ronald Press Company. 
c 1927. (Complete Accounting Course, Unit 5, Edited by David Himmel- 


blau.) 
ASSETS 
Fixed 
Olson, Lyle H. Fixed Assets, Depreciation and Costs; an Address before the 
Erie, Pennsylvania, Chapter of the National Association of Cost Accountants. 
New York, American Appraisal Company. c 1927. 10p. 
BUDGETS 
Business 
Corregan, E. H. Budget of Financial Operations. New York, National 
Association of Cost Accountants, October 15, 1927. 30p. (N.A.C.A. 


Bulletin, v. 9, no. 4, Section 1.) 
Ernst and Ernst. Business Control through Analysis. New York, Ernst and 


Ernst. 1927. 
CEMENT 
Cost Accounting 
Lieb, G. G. Cost Accounting for the Cement Mill. CONCRETE, September, 
1927, p. 97-102. 
CHEMICALS 
Cost Accounting 
Pulford, T. C. Costing and Its Application to the Chemical Industry. Ac- 
COUNTANT, September 24, 1927, p. 403-7. 
CORPORATIONS 
Law 
Great Britain 
Adams, T. R. Some Aspects of Company Law Reform in England. COMMON- 
beg ee or AccounTANCY, August 1, September 1, 1927, p. 
Nordon, Charles L. Contemplated Changes in Company Law. ACCOUNTANT, 
October 15, 1927, p. 503-10. 
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Management 
Conyngton, Thomas and R. J. Bennett. Corporation Procedure; a Manual for 
ers, Directors, Attorneys, and All Others Concerned with Corporate 
anagement, Edition Revised by Hugh R. Conyngton. New York, Ronald 
Press Company. c 1927. 1479 p. 
Hillyer, Curtis. Hillyer’s Corporate Management and By-laws, with Forms. 
San Francisco, Bender-Moss Company, 1927. 1349 p. 


COST AND FACTORY ACCOUNTING 

Atkins, Paul M. Cost Accounting for the Average Plant; Expense Control 
and Burden Application. INDUSTRIAL MANAGEMENT, October, 1927, p. 
203-208. 

Downie, Thomas. Mechanism of Standard (Or Predetermined) Cost Accounting 
and Efficiency Records. London, Gee and Company, 1927. 117 p. 

Grothe, Oscar. Our Salesmen and Suppliers Help to Lower Our Costs. Fac- 
—. September, October, 1927, p. 428-30, 626-7, 638, 730, 732, 734 and 

36. 


Harrison, G. Charter. Installing Standard Costs. MANUFACTURING INDUs- 
TRIES, October, 1927, p. 269-72. 

Howell, F. D. Problem of mag Unit Costs Shows Need of Uniform System. 
Power WAGON, October, 1927, p. 8-10. 

Lebrocq, = E. Financial Statements. Cost AND MANAGEMENT, June, 1927, 


p. 2-19. 

Schlatter, Charles F. Elementary Cost Accounting. New York, John Wiley 
and Sons, Inc., 1927. 321 p. (Wiley Accounting Series, Edited by 
H. T. Scovill.) 

Withey, S. Howard. Practical Accounting System for Engineers. INDUSTRIAL 
MANAGEMENT (England), October, 1927, p. 369-71. 


CREDIT BUREAUS 


Blocker, John G. Retail Credit Bureaus in Kansas. Lawrence, University of 
Kansas, School of Business, 1927. 49 p. (Kansas Studies in Business, 


no. 6.) 
DELIVERY COSTS 
Baker, Edwin S. Electric Trucks in the Department Store Delivery Field. 
Store OPERATION, September, 1927, p. 14-6, 25-7. 
DEPARTMENT STORES 
Stockkeeping 
Hirsch, Alvin C. Howa + ew Store Controls Its Inventory. AMERICAN 
ACCOUNTANT, October, 1927, p. 42-5. 
DEPRECIATION, DEPLETION AND OBSOLESCENCE 
Judson, John E. Appreciation and Depreciation and Their Effect — Net 
Worth. Ropert Morris Associates MONTHLY BULLETIN, ober, 
1927, p. 172-82. 
EDUCATION 
Jackson, J. Hugh. Present Tendencies in Business Education. JOURNAL OF 
Accountancy, November, 1927, p. 346-59. 


EXAMINATIONS 
Cc. B.A. 
Collins, Clem W. and Others. C. P. A. Review; a Manual for Colleges and 
Schools and for Accountants Preparing for the C. P. A. Examination. New 


York, John hy yA and Sons, Inc., 1927. 490 p. (Wiley Accounting 
Series, Edited by Hiram T. Scovill.) 


FOREIGN EXCHANGE 
C, Foreign Exchange. ACCOUNTANT, September 24, 1927, p. 
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FINANCE 


Fraser, Cecil Eaton. Problems in Finance. Chicago, A. W. Shaw Company, 
1927. 825 p. 


FREIGHT TRANSPORTATION 
Costs 


Wells, Roy T. Economics of Motor Freight Transportation. HARVARD 
REviEwW, October, 1927, p. 11-19. 


GOVERNMENT 
Accounting 


or. Lloyd. Introduction to Governmental Accounting. New York, John 
iley and Sons, Inc., 1927. 285 p. 


HOLDING COMPANIES 
— A. J. Holding Companies. London, Isaac Pitman and Sons, 1927. 
p. 
HOTELS 
Accounting 
Holt, H. E. These Items Might Be Charged; Overhead Includes Some Things 
Possible ef Direct Departments. NATIONAL HOTEL 
Review, November 5, 1927 
Horwath, E. B. and Louis Toth. Bond Discount and Ex re ne Py 
Writing Off the Banker's Fee Are Compared and A or the oe Hold 
Man. Nationa Hore. Review, October 29, 1927, p. 2 
O’Brien, Daniel J. and Charles B. Couchman. Hotel ' Administration, Ac- 
— and Control. New York, McGraw-Hill Book Company, Inc., 1927. 
p. 
Cost Accounting 
Bruty, Louis A. Figure in the Rent and Taxes; General Expense Should Be 


istributed to All Income Producing Departments for Sound Cost Control. 
NATIONAL Review, October 29, 1927, p. 67. 


INSTALMENTS 
Accounting 


Musselman, D. Paul. IJnstalment Accounts Receivable. JOURNAL OF AC- 
COUNTANCY, November, 1927, p. 321-3. 


INSURANCE 
Land Value 


Mucklow, Walter. Land-Value Insurance. JOURNAL OF ACCOUNTANCY, 
November, 1927, p. 334-45. 


IRON AND STEEL 
Costs 


Kahn, Julius. Combined Industries Cut Business Costs; Truscon Steel Develops 
Nine Related Industries under One Roof. Manufacturing Industries, 
October, 1927, p. 251-4. 


MANAGEMENT 


Metcalf, Henry C., ed. Business Management as a Profession. Chicago, 
A. W. Shaw Company, 1927. 389 p. 


MECHANICAL DEVICES 
Regner, Lawrence G. Adaptation of Mechanical Accounting Control. New 
York, National Association of Cost Accountants, November 1, 1927, p. 
209-29. (N. A.C. A. Bulletin, v. 9, no. 5, Section 1.) 
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MINING AND METALLURGY 
Cost Accounting 


Cottell, A. Cost Accounts of a Smelting Works. AUSTRALASIAN ACCOUNTANT 
AND SECRETARY, August, September, 1927, p. 245-48, 261-5. 
MUNICIPAL 
Accounting 


Alban, F. J. Standardisation of Accounts and Returns of Local Authorities. 
AccouUNTANT, October 8, 1927, p. 465-81. 
Nettleton, A. Borrowing vs. Paying-As-We-Go. ACCOUNTANT, September 
17, 1927, p. 371-9. 
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Costs 
McCobb, T. C. Costs in the Petroleum Industry. Cost AND MANAGEMENT, 
June, 1927, p. 20-34. 
PAPER, CARDBOARD, ETC. 
Cost Accounting 


Reynolds, L. C. Cost Accountant's Part in Reducing Manufacturing Costs; 
Address Delivered at Semi-Annual Meeting of the Cost Association of the 
Paper Industry at Detroit, Michigan, October 20, 1927. Pulp and Paper 
Profits, October, 1927, p. 9-12. 

PHOTO-ENGRAVING 
Costs 

American Photo-Engravers Association. Facts and Figures about Photo- 
Engraving for 1926. Chicago, American Photo-Engravers Association, 
Cost and Statistical Department, c 1927. 48 p. 

POLICE 
Costs 

Harrison, Leonard V. Are We Spending Too Much for Government? VII— 
Expenditures for Police Service. NATIONAL MUNICIPAL REVIEW, October, 
1927, p. 638-42. 


PROFITS 


St. Clair, Oswald. Profits. Puspiic ACCOUNTANT, July, August 29, 1927, p. 
17-31, 50-63. 


PURCHASING 


Dicksee, L. R. Relative Advantages of Purchase, Hire-Purchase and Hire. 
AccountTANT, October 1, 8, 15, 22, 1927, p. 431-2, 459-61, 496-7, 532-4. 
REAL ESTATE 
North, Nelson L.and DeWitt Van Buren. Real Estate Titles and Conveyancing. 
New York, Prentice Hall, Inc., 1927. 719 p. 
RESTAURANTS, CAFES, ETC. 
Accounting 
Horwath, E. B. and Louis Toth. Restaurant Sales and Their Audit. Na- 
TIONAL HOTEL REviEW, November 5, 1927, p. 70. 
SCHOOLS, COLLEGES, ETC. 
Accounting 
Engelhardt, Fred and Fred Von Borgersrode. Accounting Procedure for 
School Systems. New York, Teachers College, Columbia University, 


1927. 130 p. (School Administration Series, Edited by G. D. Strayer 
and N. L. Engelhardt.) 
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SELLING 

Goodman, Samuel J. Control of Delivery-Route Sales Method in Use by 
Manufacturer of Ice Cream Described. AMERICAN ACCOUNTANT, October, 
1927, p. 27-30. 

STATISTICS 

Rietz, Henry Leurs. Mathematical Statistics. Chicago, Open Court Publish- 
ing Company for the Mathematical Association of America, c 1927. 181 
p. (Carus Mathematical Monographs no. 3.) 


STOCK 
Preferred 


Anderson, Samuel W. Provisions of Preferred Stocks. HARVARD BUSINESS 
REVIEW, October, 1927, p. 32-43. 


TABLES 

Kent, Frederick C. and Maud E. Kent. Compound Interest and Annuit 
Tables; Values of All Functions to Ten Decimal Places for 1-100, 1-200, 
1-300 Years; Rates of Interest % of 1 Per Cent to 10% Per Cent: Conversion 
— re Logarithms. New York, McGraw-Hill Book Company, Inc., 

p. 

Little, Arthur S. and Financial Publishing Company. Table of Factors for 
Obtaining True Values to the Exact Day of Bonds or Notes Having a Life of 
Any Number of Years, Months or Days, on a Basis of Semi-Annual Com- 
pound Interest. Boston, Financial Publishing Company, c 1926. 127 p. 

Little, Arthur S. Table of Formulae for Obtaining from Ordinary Bond Tables 
Values for Bonds Called at Premiums. St. Louis, A. S. Little, c 1926. 


44 p. 

Little, Arthur S. Table of Interpolation Multipliers for Obtaining through the 
Means of Calculating Machines Intermediate Rates Bond Values at Yield 
Intervals of One Ten-Thousandth Per Cent. Boston, Financial Publishing 
Company, c 1927. 29 p. 


TAXATION, UNITED STATES 
Income and Excess Profits 


Brewster, Kingman and James S. Y. Ivins. Holmes and Brewster's Federal 
Tax Appeals. Washington, John Byrne and Company, c 1927. 944 p. 


TERMINOLOGY 
Blass, Andrew H. Cost Nomenclature. New York, National Association of 
Cost Accountants, November 1, 1927, p. 230-6. (N. A.C. A. Bulletin v. 
9, no. 5, Section 2.) 
TRADE ASSOCIATIONS 
Elbourne, E.T. Trade Association Statistics. ACCOUNTANT, October 1, 1927, 
p. 437-44. 
WATERWORKS 
Accounting 
Grobbel, D. C. Application of Machines for Water Consumers’ Accounting 
Problems; from a Paper Read before the American Water Works Association 
in Chicago. AMERICAN City, October, 1927, p. 469-73. 
Costs 
Wolman, Abel. Municipal Water and Sewerage Costs. WATER Works, 
October, 1927, p. 423-27. 
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Cost and Management, 81 Victoria Street, Toronto, Canada. 
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A RECORD 


that inspires confidence 


The Walton School has seen eight hundred and thirty (830) of its students pass 
the C. P. A., C. A., and American Institute examinations, counting only once 
those students successful in both C. P. A. and American Institute examinations. 
For nine consecutive years Walton students were honored by mention of special 
distinction in American Institute examinations, while in the past twelve years 
they have eighteen times won medals for honors in the Illinois Semi-Annual 
C. P. A. examinations. 


Mail Coupon for Free Descriptive Book 


Mailing the coupon will bring you a free copy of ‘“The Walton Way to a Better Day,” 
which tells of the notable accomplishments of Walton graduates as executives, comp- 
trollers, and auditors in industrial organizations, as well as members of public accounting 
firms. It also contains many letters from Public Accountants who endorse Walton training, 
and letters from universities and colleges which have adopted Walton Courses, 


Day and Evening Classes and Correspondence Instruction 


As day classes are started at frequent intervals, it usually is possible for a oe | student to 
begin at almost any time at the point in the course for which his previous education and 
experience qualify him. Evening resident classes start in January and September. 


CONSTRUCTIVE ACCOUNTING ADVANCED ACCOUNTING 
COST ACCOUNTING INCOME TAX BUSINESS LAW 


WALTON SEH@L 
COMMERCE 


331-341 McCormick Building, Chicago 


WALTON SCHOOL OF COMMERCE 
331-341 McCormick Building, Chicago 


Without obligation on my part, please send me a copy of ‘“Taz Watton Way To a Barrer Day,” 
and suggestions as to what you can do to help me advance in the business world. 


(_] CorrEsPONDENCE INSTRUCTION 
INTERESTED Restpent Day 
(_] Restpent Evenine Cvassgs 


When writing to advertisers kindly mention THe Journat or AccounTANCY 


| 
& 


ul THE JOURNAL OF ACCOUNTANCY 


Chis man can render 
you a Real Service/ 


Te: Remington Bookkeeping Machine 


tive does not call on you just to “sell something,” 

but to render you a real service. His product is 
Results—not a mechanical device—results that mean in- 
creased efficiency at reduced cost. He is trained and experj- 
enced in the requirements of your particular line of business 
and is, therefore, able to discuss your problems in an expert 
in edditi his, he has back of him the long experience 

In addition to this, he has back of him e i 
of the Remington organization, which hee enact in 
solving office management problems in every line of indus- 
try for more than half a century. 

The Remington Bookkeeping Machine representative 
merely asks for an opportunity to submit for your considera. 
tion a plan which will eliminate errors, reduce costs and 
increase the efficiency of your bookkeeping department 
and then make a practical demonstration of the 4 
equipment to produce the desired result. This demonstration 
is yours for the asking without any obligation on your part, 
A letter to us or a telephone call to the nearest Remington 
office will bring this service to you at your convenience, 


3 
Remington, 


The Model 23 
effects a saving in — 

amounting to 
many times its 
cost. It is com- 
plete in its appli- 
cation totheexact 


requirements of : REMINGTON TYPEWRITER COMPANY 
any line of busi- Bookkeeping Machine Department 
— 374 BROADWAY, NEW YORK 

° Division of Remington Rand, Inc. 
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— 
An Announcement of Special Interest 


. to Accountants Regarding 


/ MOoNTGOMERY’S 


Income Procedure 


— the famous tax book prepared each year since 1917 by Robert H. Montgomery, Counselor-at- 
Law, Certified Public Accountant, and member of the firm of Lybrand, Ross Bros. & Montgomery. 


URING the past few weeks, we have received scores of letters 
1D asking us when the 1928 edition of Montgomery’s Income Tax 
| ProcepURE, normally scheduled for January 1st, will be ready. 
| There will not be any 1928 edition —the income tax situation has: 
, changed so little in the past year that none is warranted. For your work on 
1928 returns, use your copy of 1927 Income Tax Procepure if you have 
one. It is still by far the best thing on the subject that you can get. 


a few hundred sets of the 1927 tax book from sheets on hand. For a limited 
time only, we will supply this binding at a SPECIAL PRICE of $10.00. 


After this offer expires, the book will not be furnished except at the reg- 
ular $16.00 price. 


( In case you did not provide yourself with this last edition, we have bound up 


\ HE advice and information contained, while not revised or edited in 
any way, apply with undiminished force to your this year’s income 

° tax questions. The law is the same. Nothing has come up which in any way 
invalidates or weakens the outspoken interpretative counsel which dis- 
tinguishes Montgomery’s book from all others. No 


ows matter what periodic services you may take, you still 
want your Montgomery to settle the hard questions of 
principle and policy which inevitably arise. Two 
aration of Returns and Payment. Vv 2 é 
y, preparing olumes, 2068 pages. See panel at left. 
corporate, individual, fiduciary — under we 
the 1926 law. Interpretative counsel on Act QUICELY. As stated above, we have only a limited 
Treasury regulations and rulings, Court ° e 
ant Board of ‘Tax Appeals decisions number of copies for this purpose. If you want 1927 
with positive recommendations and Re 
protective “suggestions on doubtful Income Tax ProcepureE at this reduced price, send 
points. Comparative explanatory 
notes on the 1924 and priot laws as in the order form at once while the offer is open. 
oa Meets every accounting and 
requirement. 
MI, Practice Before the Treasury: The Ronald Press Company 
Board of Tax Appeals, an e 
Courts. Hearings on disputed returns Publishers: 15 East 26th Street, New York, N. Y. 
i) before the revenue agent and before the 
——=i| Treasury Department. Papers, speci- USE THIS ORDER FORM tt 
mae @ forme required. and type of The Ronald Press Company, 15 East 26th Street, New York, N. Y. | 
Board of Tax Appeals —a full non- Send me postpaid immediately, Montgomery's 1927 Incomz Tax Procepuns | 
technical description, of the highest (two volumes). Within five days after its —5 I will remit the special price of : 
importance to every accountant who $10.00. Or, if the manua: is not satisfactory, I will return it to you. 
handles important tax problems, of the 
technical procedure before this 
body. Covers also appeals to the Federal (Please Print) 


~ 
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Be Sure You're Prepared Every Accountant's Library 


Should contain the following Exhibits, each one 


for the Next an invaluable aid and reference for Accountants 
engaged in System Installation Work. 
C. P. A. Examinations Each volume is substantially bound and contains 


full accounting procedure, Chart of Accounts and 
actual samples, (not illustrations or sketches) of 


f you are adequately prepared, you will enter the ex- 
I q prep all forms required for installation of system 


aminations with a confidence that is half the battle. p wah ome 

The C. P. A. EXAMINATIONS REVIEW plans Each one represents years of research work, and 
your work for you, helps you cover every necessary embraces ideas and methods, all tested and 
subject systematically, eliminating lost motion. proven by leading concerns in the line of busi- 


ness under discussion. 
C. B. T., of Danville, Va., writes, “‘I passed the exam- 


inations and want to give you full credit for helping me Hadley’s Pathfinder System for 


along. The course is well arranged and contains infor- Hotels and Clubs...............0.- (Size 11x14) $ 6.50 
mation that I have never been able to find elsewhere.”’ 
Be sure youre prepared for the next C. P. A. or Ameri- Gentonstote and Builders............ - “ 5.00 
can Institute examinations. Take the first step now. Plumbers and Electrical Contractors... “ = “ 5.00 
Send for descriptive booklet and complete information. Finance Companies 
Obug Trust Dept. Accounting............. 10.00 
C P A Realtors and Subdividers............ - ¥ 2.00 
Examinations Review | Persona Accounting 2.00 
Q- —p Any of the above Exhibits will be shipped PRE- 
Conducted by PAID upon receipt of price shown, subject to 
¢ refund if desired, upon return in good condition 
HENRY L. SEIDMAN, B.C.S., C.P.A., LL.B. within 15 days from receipt. ORDER TODAY. 
and Associates Ch ] R H (ll 
aries h. hadiey Company 


929 Fisk Building ~« Broadway at 57th Street 330 No. Los ANGELES ST. LOS ANGELES, CALIFORNIA 


NEW YORK CITY 
pathfinders | 


IN LOOGELEAF SYSTEMS 
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Second Edition — January, 1926 


C.P.A. ACCOUNTING 


Theory, Auditing and Problems 


by 
Georce Hittis NEWLOvVE, Ph.D., C.P.A. 


Associate Professor, Johns Hopkins University 


A digest of problems and questions given 
in A. examinations account- 
boards in 48 states; the June, 1925, 
examinations are included. 
Volumes I and II 
Contain 264 problems and 3,894 questions, 
ified in related groups, with lectures 


guthenticated by 7, 579 specific page refer- 
ences to recognized accounting authorities. 


Volume III 
I solves problems in Volume I; Part II 
ems in Volume II. Bound separately or 
together. Time allowances are on so prob- 
Jems may be solved under C. P. A. conditions. 


Shipped postpaid on 5 days’ ap 
Prices: Set (complete) $15.00; Volume = 
and Solutions $7.50; Volume II and 
Solutions $7.50; Single Volumes $5.00. 


THE WHITE PRESS COMPANY, Inc. 
Departmental Bank Bidg., Washington, D. C. 
Write for Catalog of Accounting Books 


The SPEEDOGRAPH 


-Method of 
Copying 
‘Reports 

form typed or peaned 


on ordinary paper, as 
many as 100 exact copies may be made. 


PERFECT REGISTRATION 
Quick Easy Operation 


Made in several sizes — accommodates 
forms as large as 18 x 30 inches. 


Send for our Booklet, ‘‘The SprepoGrapx in 
Modern Business.’" You will be interested 
to know how it will help. 


THE BECK DUPLICATOR CO. 


Room 479, 476 Broadway, New York 


Will You Let Us Send It 
to You for 5 Days’ 
FREE Examination? 


SEND Just off the press, this book, Basic Accounting 
NO by George E. BEeNNeTT, A.B., LL.M., C.P.A., 
MONEY Professor of Accounting at Syracuse University. 


TO TEACHERS OF ACCOUNTING 


BASIC ACCOUNTING should be studied by every ambi- 
tious teacher of accounting in high schools and private commer- 
cial schools. It teaches the accounting foundation of book- 
keeping; construction of accounts and books of entry; evaluation 
of accounts and accounting procedure; the arithmetic of ac- 
counts, interest and discount, sink funds and investments, 
equation of accounts, partnership settlements, etc., etc. 


TO THE ACCOUNTING PROFESSION 


a the accountant and the accounting library, there is every 
Bennett's latest and best work, 
The book reveals the ways of the trickster, charlatan and 
que. It The forms presented make 
seful as anual THE C. P. AND A. L. A. PROB- 
TEMS PRESENTED MAKE IT oF ‘IMMEDIATE INTER- 
EST TO THE PROFESSION. As a whole, it presents an 
effective tie-up of accounting, law anc economics in their rela- 
tion to managerial control. 


FOR SCHOOLS 


BASIC ACCOUNTING Is a text for Mears and University 
schools of Commerce, Ext 
Y. M. C. A. and K: of C. Schools and Private Commercial 
Schools offering courses in accounting. 

BASIC ACCOUNTING will show you yy rinciples 
and practices that may be new to you. It is teach Each 
of the 22 chapters is supplemented by 10 ~—— and 4 prob- 
lems (280 questions and 112 problems in all) taken largely from 
C. P. A. and A. I. A. examinations. Each subject is discussed 
in its entirety, showing the connection of associated topics ans 
the cause-and-effect relations of the entries for a transac 
— its inception to its final conclusion in the financial a 
men 

We could write much regarding the author and his latest 
book. However, the book itself is its own best salesman. So 
firmly convinced are we of this, that we will send a copy of 
BASIC ACCOUNTING without payment in advance so that 

ou May examine it at Ba leisure. Simply fill in the coupon 
low and the book will be forwarded promptly — without 
obligation to buy. 


THE GREGG PUBLISHING COMPANY 
20 West 47th Street ere New York 


———-——Free 5 Day Examination 


GREGG PUBLISHING Co.. 20 West 47th St., New York. 1 


Gentlemen: Please send me a copy of BASIC ACCOUNT- 1 
ING for five days’ free examination. At the one of that 


time I shall either return the book or send $5.00 | 
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| ‘Reasons for T aking: 
| Ch 
| The WALTON COURSE 
a ] A Course endorsed by over 40 Colleges and 
| | Universities. A 
| 2 Endorsed by a committee on Education of Ths 
. | the American Association of Public Account- the ma 
: | ants. (Now the American Institute of Ac- vor 
| countants). 
| 3 A faculty all composed of New York Certi- a 
| fied Public Accountants. 
| 4 Classes limited to a maximum of 40 students 
| with all Problems and Quizzes corrected by 
| the members of the Faculty. 
5 May be taken in conjunction with New | A 
; | York State Regents’ work — with accom- | 
| panying credit in our Evening Night School. lp ow, 
a 6 Students obliged to travel and give up | | 
; | their course, will find the selfsame Walton ats 
4 | Course given by over 40 different institutions seo 
| throughout the country, or they may con- worked 
| tinue their course by correspondence directly Broker 
with the Walton School. ry 
™ 7 Provision made for placing qualified stu- 
= dents; many requests reach us for young men 
a and women trained for Accountancy. 
| | Send NOW for catalog 34 giving detailed | 
| | outline of subjects | ” 
ei KNIGHTS OF COLUMBUS 
SCHOOLS =x 
| 799 7TH AVENUE AT 52ND STREET, NEW YORK 7 
| Telephone Circle 3420 
| 
| 
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- WILEY BOOKS IN ACCOUNTING 


pdited by H. T. SCOVILL, C.P.A., Head of Department of Business Organization and Operation, University of Illinois 


Chas. F. Schlatter 


M.S., C.P.A., 
hos just written — 
ELEMENTARY 
COST 
ACCOUNTING 


HE author's aim throughout the text 

has been to make clear the general 
principles of cost account ignoring 
the mass of confusing details. The presen 
tation takes into consideration the fact 
that the reader who sees the system as a 
whole will then be better qualified to 
examine the component parts. Process 
cost accounting receives a more complete 
treatment than is usually given to this 
topic. 

321 pages. 6 by 9. Tables and 

Charts. $3.75 


MODERN 
ACCOUNTING 
SYSTEMS 


By W. D. GORDON and JEREMIAH 
LOCKWOOD, Wharton School of 
Finance and Commerce, 
University of Pennsylvania. 


Ts book applies accounting prin- 
ciples to various types of business 
organization and operation, so that 
accountants will be enabled to get an 
idea how these principles are applied and 
worked out under typical conditions such 
as: Building and Loan Associations, 
Insurance Companies, Banks, Stock 
Brokerage, Department Stores, Gas 
Companies, Railroads, Municipalities. 


404 pages. 6 by 9. 88 accounting 
forms. $4.00 


AUDITING 
PROCEDURE 
By D. C. M.E., 


T= author presents in this book a 
detailed treatment of the procedure 
to be followed in making an uae of the 
accounts of a business enterprise. Each 
sep, required to obtain the desired 
results, is explained carefully. 


528 pages. Illustrated. 


C. P. A. 
REVIEW 


By CLEM W. COLLINS, C. P. A. 


HIS book has been prepared to 

assist those students who are 
studying to take the Certified Public 
Accountant Examinations. It contains 
all of the questions asked by the 
American Institute of Accountants in 
their examination for membership 
from June, 1917, to and including 
November, 1925. It therefore repre- 
sents the highest test given in America 
on the subject. When the candidate 
becomes thoroughly familiar with 
these questions he can be reasonably 
sure of passing the examination 
successfully. 


490 pages. 6 by 9. $5.00 


These Books 
can be obtained 
on 5 days’ approval 


Lloyd Morey, C.P.A. 


is Statistician, Illinois 
Municipal League 


He has recently written 
Two Important Books 


MANUAL OF 
MUNICIPAL 
ACCOUNTING 


WARE of the lack of suitable svurces 
<1 of information on municipal ac- 
counting, the author has prep: a book 
which constitutes a complete Practical 
guide for city officials and other. inter- 
ested in municipal accounting 
finance. It is written simply, and con- 
tains the material which is necessary for 
the proper handling of municipal ac- 
counts. A valuable feature is the inclusion 
of illustrative forms and pr ure for a 
complete accounting system. 

CONTENTS 
Introduction— The Budget — The 
General Ledger — Cash Receipts — Ex- 
penditures — Special Assessment Funds 
erty and Funded and 
Material Records — Municipal "Stitities 
— Accounts of Autonomous Bodies — 
Accounts of the City Treasurer — Finan 
cial Reports — General Ledger (Skeleton 
Accounts) — Accounting ‘orms — Re- 
port Forms — Appendix. 


187 pages. 6 by 9. $3.00 


and 


INTRODUCTION 
TO 
GOVERNMENTAL 
ACCOUNTING 


1% this book the author has sought to 
bring out the peculiar requirements 
of governmental accounting. Wherever 
possible he has indicated resemblances 
to commercial treatment as a basis for 
comparison; but only by stressing the 
peculiar methods used in public account- 
ing can the financial facts be intelligently 


interpreted 

ONTENTS 
Introduction — Funds — Expendable 
Revenue Funds— The Budget— 
Budget Accounts — Revenues — Cash 
Receipts — Accounting for Appropria- 
tions — Disbursements: Accounts of the 
Treasury — Revenue Funds and the 
Fiscal riod — Bond Funds — Assese- 
ment Funds — Accounts of Trust Funds 
— Working Capital Funds: Stores — 
Working Capital Funds: Job Accounts — 
Sinking Funds and Funded Debt — 
Property Accounts — Consolidated Bal- 
ance Sheet — Classification of Expendi- 
tures — Financial Reports 


285 pages. 6 by 9. $3.50 


JOHN WILEY & SONS, INC. 


440 FOURTH AVENUE , 


NEW YORK CITY 
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Every Elliott-Fisher machine has the famous Flat 
Writing Surface. This exclusive feature gives it the 
marvelous manifolding powers and the adaptabilit 

which enable it to combine many details into a single 
operation. Elliott- Fisher accounting is unusually 
accurate because it is self-checking. Elliott - Fisher is 
automatic — electrically operated — therefore speedy. 
Elliott-Fisher will save you money by doing more work 

and better work. 


Every Sundstrand machine has a ten-key keyboard. 
One hand controls all operations. And you no lon 
need be satisfied with a machine which simply a 
Sundstrand does direct subtraction by merely touching 
a key. Touch another key and you are ready for auto- 
matic shift multiplication. No faster machine is made. 
All operations are visible, insuring accuracy. Sund- 
strand machines are saving mone for thousands of 
companies now. They will do the same for you. 


Base Your 


on live information which only daily 


AILY facts for 

daily decisions! A complete pic- 
ture of your business every day—in- 
cluding the operations of the preceding 
day! Wouldn’t you like to guide your 
business with information as live as 
that? 

Such a picture is not hard to get— 
not expensive either. Elliott-Fisher and 
Sundstrand equipment will supply these 
daily figure facts without adding a 
name to your payroll. In fact, account- 
ing overhead will actually go down. 

But you will know each day exactly 


figures can supply 


what you owe—and 
who owes you. You can compare sales, 
inventory, expenses—all vital opera- 
tions—day by day, month by month, 
year by year. You will have a closer 
control of your business than you have 
dreamed was possible. 


Such close control lets you instantly 
grasp each opportunity to increase 
profits—and at the same time makes 
it easier to avoid sudden losses. We 
shall be glad to tell you how Elliott- 
Fisher and Sundstrand can fit into your 
business if you will write us. 


342 MADISON AVENUE, NEW YORK CITY 
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To Candidates 


for the next C. P. A. Examination 


IN addition to its regular Course, the In- 
ternational Accountants Society, Inc., 
offers a special Coaching Course for Ac- 
countants who are planning to take the 
C. P. A. Examination. 


This Course will be supplied only to 
those who are already competent account- 
ants, as no attempt is made to teach general 
accounting in this course. The instruction 
is pointed directly at the C. P. A. Examina- 


tion. 


Something more than a knowledge of ac- 
counting is necessary to insure success in 
the examination room. 


Solving examination problems is vastly 
different from the usual work of making 
audits, installing systems, or conducting in- 
vestigations. Many men with little or no 
practical experience can solve C. P. A. 
problems readily — many others with years 
of experience , pitifully in the ex- 
amination room. WHY? The candidate 
is required to work at top speed. He must 
work with limited information. He has 
to construct definitions. Very often it is 
necessary for him to use unusual working 
sheets. 


The C. P. A. Coaching Course given by 
the International Accountants Society, Inc., 
prepares you to meet such conditions. The 
fee is $42 and the text consists of twenty 
lessons. 


The Course contains a wealth of material. 


Particularly noteworthy features of the 
training are: 
100 problems in Practical Accounting with 
solutions and comments 


100 questions and answers in Accounting 
Law 


100 questions and answers in Auditing 
100 questions and answers in Theory of 
Accounts 


This is more material than ordinarily 
would be expected in a coaching course, yet 
the greatest value of this text material is 
not in the number of problems and ques- 
tions, but in the elaborate explanations and 
comments that include, in addition to the 
finished statements or solutions, such items 
as suggestions for “Notes to the Exam- 
iner,” working sheets, side calculations, use 
of proper terminology, and discussions of 
authoritative opinions. 


The problems and questions selected for 
this Course are either (1) those actually 
used in a C. P. A. or an A. I. A. examina- 
tion, or (2) those specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination. 


Every examination paper submitted by 
the subscriber is personally corrected, criti- 
cized, and graded by a Certified Public Ac- 
countant who has himself passed the C. P. A. 
examination. There are sixteen such Certi- 
fied Public Accountants on the Active 
Faculty of the International Accountants 
Society, Inc. 


SPECIAL booklet, ‘‘How to Prepare for the C. P. A. Exam- 
ination,’’ is now ready for those who are interested. For a 
free copy, just write your name and address below and mail. 


INTERNATIONAL ACCOUNTANTS SOCIETY, Inc. 
A Diwision of the 
ALEXANDER HAMILTON INSTITUTE 


To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois. 


Send me the special booklet, ‘‘How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for accountants. 
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Whatever method is used in paying employees 
— cash, check or bank deposit — there is a 
Burroughs designed to reduce peak loads 
before pay day. 


The extension of time tickets can be accom- 
plished with remarkable speed. Individual 
earnings records and totals, and department 
totals can be printed and accumulated as 
desired. 


In making up final payroll, the employee’s 
wage card, payroll check, pay statement and 
payroll sheet can be made in one operation; 
or the cash envelope with complete detail, the 
cash receipt and payroll sheet can be com- 
pleted in one operation. 

Distribution of labor charges to jobs, order 
numbers, departments and other classifica- 
tions can be greatly simplified by improved 
Burroughs machines equipped with multiple 


Accountants 


Any Burroughs maa 
will gladly give assist- 


registers. 


This should interest any firm whose accounts 
you supervise. 


ance and advice on 
any plan you may 
consider suggesting 


to an employer or 
client—and in conf- 
dence if you desire. His 
time is at your dispos 
al without obligation. 


BURROUGHS ADDING MACHINE COMPANY, 6412 SECOND BLVD., DETROIT, MICHIGAN 


Gentlemen: Please send me more information on the bookkeeping problems I have checked. 


Payroll O Stock Records 


On cash or check payments Of quantities—values— or both 
quantities and values together 


Distribution 0 
Labor—materials— purchasts 


—sales—expense—cash 


Accounts Payable 0 


Ledgers with or without remit- 
tance advice—Journal-voucher 
system instead of ledger—in- 
cluding registration of imvoices 


Sales Audit 0 


By clerks and departments, 
cash, charge and C. O. D. 


Accounts Receivable 0 


Ledger and statement in com- 
bination— ledger and end of 
month statement, with or with- 
out carbon—skeleton or itemized 


Journalizing and 
General Ledger 0 


Complete typewritten descrip 
tion, or date and amount only 


Costs 0 


As shown on stores records, pay- 
roll and distribution summar- 
ies, cost sheets, etc. 


Address 


Name Firm 
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The Ronald Press Company announces 
two important additions to its group of 
books on financial and accounting subjects: 


Finance 


A Volume of the Business Administration Series 


By Charles L. Jamison, M.A., Associate Professor of Business Administration, 
University of Wisconsin; formerly Secretary ond Treasurer, A. M. Byers Company, 


Pittsburgh. 


REMARKABLY clear and thorough explanation, 

for the accountant’s purposes, of the best methods 
in use for handling the everyday problems of financial 
administration in the going concern. 

The book deals mainly with current financial opera- 
tions, distinguishing clearly throughout between fixed 
and working capital. Discusses methods of obtaining 
most efficient use of capital; routine of receipts and 
disbursements; short term loans; velocity of working 
capital in circulation; and the need of watching current 
liabilities and purchase commitments. Particular 
attention is given to prevention of freezing capital in 
sow accounts receivable. 

It shows the contacts between the financial operations 


and the work of other departments 
— accounting, purchasing, sales, 
production, personnel. Gives an 
excellent outline of the operations 
of the credit and collection depart- 
ments and shows plainly how 
credits and collections are tied in 
closely with the work of keeping capital active. Covers 
thoroughly methods of paying bills and meeting pay- 
rolls; auditing disbursements; devices for protecting 
cash disbursements; keeping of office cash funds; travel- 
ing expense funds, unclaimed wage funds; voucher 
methods; insurance; and control of expense accounts of 
salesmen and officers. 360 pages. $4.50 


Bank Loans on Statement and Character 


Editor, “* American Banker.’ 


ITH the narrowing margins 

of profit which prevail 
today, business concerns are having 
to furnish to banks much more 
explicit information as a basis for a 
line of credit. And upon the ac- 
countant is falling more and more 
the responsibility for presenting his employers’, or 
dient’s story in such a way that the banker may get 
the truth and the borrower the most favorable con- 
sideration which circumstances warrant. 

Here in this book are the suggestions of an experi- 
enced bank officer on services you can render, both in 
counsel and in technique, which help to accomplish 
this result. 

Mr. Miller explains what bankers look for in financial 


Send for These Books 


Both of these books offer in- 


By Mahlon D. Miller, Member of the Illinois Bar; Manager, New Business 
Department, Lake Shore Trust and Savings Bank, Chicago, Illinois. 


Associate 


statements submitted, how they interpret or discount 
specific items, and what they regard as sound account- 
ing policy. He gives invaluable advice on using budgets, 
charts, ratios, and graphs to help you visualize to 
bankers what they expect to be shown about a business 
and how it intends to apply the proceeds of the loan if 
granted. 


So that you can see common errors of prospective 
borrowers and recommend measures accordingly, the 
book reproduces 27 rejected statements, with reasons 
for the bank’s action in each case. 


To every accountant who prepares statements which 
may be used as a basis for a commercial loan or credit 
application, the value of this book can hardly be 
overestimated. 492 pages. $6.00 


THE RONALD PRESS COMPANY, 15 East 26th Street, New York, N. Y. 

You may send me postpaid FINANCE ($4.50) and BANK LOANS ON STATEMENT AND 
CHARACTER ($6.00). (If only one volume is desired, cross out the other.) Within five 
days after their receipt, I will remit the price as stated, or return the book (or books) 


formation of constant value to the | pais 

accountant who must organize, 1 Name.. 
OF interpret the facts about § 
a business as a basis for decisions. § M. 274 
The order form at the right will bring 


Orders from outside continental United States and 
Canada, cash plus 265¢ (per book) to cover shipping. 
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OF ACCOUNTANCY 


The 
BALANCE-SHEET 


By Charles B. Couchman, C.P. A. 


PRICE 


THE JOURNAL OF ACCOUNTANCY 
135 Cedar Street New York, N. Y. 
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BIN DING 


THE JOURNAL OF ACCOUNTANCY 


Subscribers to THe JourRNAL of 
Accountancy who have their maga- 


zines bound for permanent reference 


may find it an economy or a conven- 
ience to avail themselves of the binding 
service conducted by the Publisher, 

The magazine is bound in tan buck- 
ram with title, dates and volume num- 
ber stamped in gold on red leather. 

When the magazines constituting the 
volume are supplied by the subscriber 
the binding charge is $2. 

Missing numbers, with the exception 
of a few rare issues, will be supplied, if 
obtainable, at 50 cents each. 

Binding orders and the magazines to 
be bound should be mailed or delivered 
to 


THE JOURNAL OF ACCOUNTANCY 
INCORPORATED 


135 CEDAR STREET NEw YORK 


THE ACCOUNTANTS’ INDEX 


AND 


SUPPLEMENT 


Cloth bound volumes of 
over 2000 pages which 
place the owner in touch 
with the world of profes- 
sional and practical ac- 
countancy of which they 
in almost 

detail. 


VOLUME II 


infinite 


treat 
Price 
VOLUME 6k! $10.00 
VOLUME II 5.00 


THE KEY TO ACCOUNTING LITERATURE 


NOT AN ENCYCLOPADIA 
BUT 


| 
The American Institute of Accountants 
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7 
Thin-Ex thin 
colored lead 
substan- 
tially the 
strength of 
regular HB 
black lead. 
| 
| Accountants’ Cases 
An exceptional case at an exceptional price. 
A Shawl-strap case, 10” x 17” of cS 
cowhide in black or tan, made by a harness 
maker and handstitched throughout. 
Handsome, Convenient, Durable 
$16.50 Parcel Post Prepaid 
/ $17.50 West of the Mississippi 
JOHN WARD & SON 
Printers and Stationers 
115 Cedar Street 112 Liberty Street 
New YORK 
"] FEDERAL | Wuo checked this? Whose fig- 
INCOME TAX INDEX ures are these? When each book- 
Comme ts en keeper, accountant and house 
: auditor uses a Thin-Ex Pencil 
alphabetically arranged — 
of a certain color, his work can 
easy to use — takes the 3 
of be distinguished at any time. 
Thin-Ex Pencils make small, 
{Income Tax Index Service, Inc. pra colored = 
9-15 Clinton St., Newark, New Jersey check marks . . . and their thin 
leads are of such strength that 
they can be pointed by a pencil 
sharpener. 
WE ARE IN NEED OF THE 
FOLLOWING NUMBERS: 
December 1905 September 1906 |@6 55 
1906 December 1906 
i 1906 January 1907 
Mey 1906 “April” 1907 PENCILS 
| June 1906 December 1907 JOSEPH DIXON CRUCIBLE CO. 
February 1909 Pencil Dept. 117-3 Jersey City, N. J. 
| 135 Cedar Street, New York Accounting Pencil.” 
- 1827——-THE 100TH YEAR OF DIXON SERVICE — 1927 
When writing to advertisers kindly mention THe Journat or AccounTANCY 
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Classified Advertisements 


Copy for classified advertising must be in hand at the office of The joureal of Accountancy previous to the twentieth day of the month 
preceding month of publication, Rates for “Help Wanted" and **Miscellaneous”’ are $9 per inch or fraction for one insertion; $7 per 
inch or fraction each additional insertion. “Situations Wanted,” $5 up to 65 words each insertion. 


| 
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HELP WANTED SITUATIONS WANTED 


Help Wanted Senior Accountant 


If you are open to overtures for new connection and qualified 
for a salary between $2500 and $25,000, your response to this 
announcement is invited. The undersigned provides a thor- 
oughly-organized service of recognized standing and reputation, 
through which preliminaries are negotiated confidentially for 
positions of the calibre indicated. The procedure is individual- 
ized to each client's persona! requirements, your identity cov- 
ered and present position protected. Established seventeen 


Journal! of Accountancy. 


| Member N. A. C. A.; N. A. C. P. A.; F.C. A., 22 years pubis 
accountancy, desires permanent or temporary position with 
firm of accountants. New York City only. Age 48, married 
Christian. Personal investments provide some income and 
my salary, requirements are nominal. References, education 
experience, detailed upon request. Would also consider 
“Commercial Accountant" position. Box 911, care of The 


years. Send only name and address for details. R.W. Bixby, 


Inc., 125 Downtown Building, Buffalo, New York. | Certified Public Accountant 


Accountants 
Leading firm of certified public accountants desires to obtain 
several in-charge, senior assistant, and junior assistant account- 
ants. Replies must be concise and state in order—Name, 


of Accountancy. 


Certified public accountant of long and diversified experience 
with a leading firm of public accountants in a supervisory 
capacity and as an accounting and financial executive with an 
industrial organization desires to make a change. Will consider 
either public or private work. Box 912, care of The Journal 


address, telephone, age, religion, education, experience, present 
connection, salary expectation, and how soon available. Box 


Supervising Accountan 
909, care of The Journal of Accountancy. 8g t 


SITUATIONS WANTED 


Journal of Accountancy. 


Supervising accountant, 30 years’ public experience used t 
large assignments, specialized in taxation. Bank audits and 
investigations. Minimum salary $3000.00. Available Jam 
uary Ist for season or permanency. Box 913, care of The 


Accountant 
Christian (Brethren) desires permanent placement with Certi- Assistant to Public Accountant 


fied Public Accountant house. Many years’ practical experi- Young woman, certified public accountant, college graduate, 
several years with large accounting firm, varied busines 
u experience, desires position with established firm in New Eng 
Hageman, 90 Montross Avenue, Rutherford, New Jersey. land or New York. Box 914, care of The Journal of rv 


ence. Pace, Walton, New York University theory training. 
Knowledge of Spanish and German. Willing to travel. E. H 


countancy. 


Accounting Executive Certified Public Accountant 


Now in public accounting practice, seeks position with indus- | Certified public accountant (Pennsylvania) now Assistant 
trial concern. Formerly lecturer and author for prominent | Treasurer of international manufacturing concern desma 
accountancy schools. Eight years’ professional experience, | connection with progressive concern as Treasurer or Hike 
specializing in industrial investigations and systems—particu- capacity: or will purchase interest in reputable publicaccountiag 
larly the development of accounting “‘short-cuts"’ and standard firm. Eight years’ diversified experience in public accounting im 
- addition toextensive experience in accounting and executive work 
reputation. Age 34. Box 910, care of The Journal of Ac- | with private conamnetniindieaesnanel system and orgati- 


cost methods. Ciientele has included concerns of national 


countancy. zation work. Box 915, care of The Journal of Accountaney. 


Certified Public Accountant MISCELLANEOUS 


with ten years diversified practice has recently closed his office, | Established firm in Chi: ago wishes to buy or take over, with 
now available for position as branch manager or in supervisory staff of such firms, a few small practices in this vicinity, Souther 


capacity. Would also consider executive position. Box 916, Indiana or Illinois, if satisfactory arrangements can 
care of The Journal of Accountancy. Box 917, care of The Journal of Accountancy. 


BOUND VOLUMES 
of 
THE JOURNAL OF ACCOUNTANCY 


Volume XLIV 


JULY, 1927—DECEMBER, 1927 
$4.00 a Volume 


THE JOURNAL OF ACCOUNTANCY, INC. 
135 CEDAR STREET, NEW YORK 
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INTRODUCTION TO | 
ACTUARIAL SCIENCE 


ACCOUNTANTS and students of accounting 


Kecountants Foundation, is generally 


In addition to 200 pages 
reproduced in facsimile. 


_ best practice, and its use by schools and by 
_ js indisputable proof of the value of the wo 


EVERY ACCOUNTANT AND STUDENT OF ACCOUNTING WILL 
AUDIT WORKING PAPERS 
By J. HucH Jackson iy, 


an authoritative text on one of the most important phases of i. pe 
countancy. This book, published by the 


Cart H. Nau, former president of the American Institute of Ac- 2% a 
countants, says: ‘*/t should be read and studied by every student who is Woon 
preparing himself to enter the public practiceof accounting or auditing.” 

AMERICAN INSTITUTE OF ACCOUNTANTS FOUNDATION 

135 CEDAR STREST, New York, N. ¥. 


recognized as a guide to the 
the profession general’y 


of text there are 100 working scheduiss | 


By H. A. Finney 
Published under the Endowment Fand of the 
[ American Institute of Accountants 
have manifested a desire for such a work a3 
this — an elementary treatise cn actuarial science, 
Mr. Finney has met the need with this lol-page 
volume, 5 x 7 inches, bound in cloth and printed 
in large, easily-read type. 
The text consists of articles appearing in Tue 
Jourwas or Accouwrancy in December, 1919, 
and January, 1920, and, in addition, solutions of 
all problems in actuarial science contained in the 
txaminations of the American Institute of Ac- 
- countants up to and including May, 1920. 
_ Every accountant and accounting student should 
possess this important addition to accounting 
«literature. 
Price $1.50 delivered in the 
United States of America 
THE AMERICAN INSTITUTE 
OF ACCOUNTANTS 
185 Cedar Street New York 


RUMFORD PRESS 


Duties of the 
Junior Accountant 


By W. B. Reynolds end F. W. Thornton 


PUBLISHED UNDER THE ENDOWMENT FUND 
OF THE AMERICAN INSTITUTE OF ACCOUNTANTS 


A TEXT BOOK that is gene 
. erally recognized as the 
best authority on the sub,ect 


covered. Tells what is expected 


of the beginner and the more.” 
experienced junior accountant, 
An aid to learning what to do 77 


and how to do it. 


Price (In cloth board binding) $1.00 


THE AMERICAN INSTITUTE 
OF ACCOUNTANTS 


135 Cedar Street * New York 
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Before the 
Are Closed 


Each year-end, the books of account 
of many concerns are closed upon hid- 
den errors that distort balance sheets 
and profit and loss statements. They 


are the errors of property accounting, 
errors of expenditures for plant better- 
ments charged to expense, errors of 
maintenance charged to eupital, errors 
of depreciation loosely analyzed. 


Rectification of such errors is assured 
by many accountants through the use 


of retrospective appraisal service of 
The American Appraisal Company. 
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